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1953 1952 %, 
GENERATION * (Net) 
By wae! Burming Plants) ..oi...ciccscesccccaceescs cod sbvcccevece 24,602,619,000 22,074,678,000 +11.5 
By Water Power Plants. 8,994,503,000 9 461,369,000 — 4.9 
Total Generation.................... 33, 597, 122, 000 ak; 536, 047, 000 |} + 6.5 
Add—Net Imports Over International Boundaries............0ceeces 132,911,000_ 153,231,000 —13.3 
Less—Company Use Pe eee he sins one. Cea : 138,377,000 117,854,000 +17.4 
Less—Energy Used by Producer 475,712,000 527,749,000 — 9.9 
Net Energy for Distribution...................000cceeee 33, 115, 944, 000 31,043,675,000 + 6.7 
Lost and Unaccounted for......... : 2,240,630,000 ?, 402,580,000 — 6.8 
Sales to Ultimate Customers 30,875,314,000 28,641,095,000 + 7.8 
CLASSIFICATION OF SALES 
NUMBER OF CUSTOMERS—As of February 28 
Residential or Domestic . 40,882,247 39 451,060 + 3.6 
Rural (Distinct Rural Rates) 1,676,103 1,641,637 + 2.1 
Commercial or Industrial: 
Small Light and Power..... 5,626,909 5,533,256 + 1.7 
Large Light and Power 259,216 246,888 + 5.0 
Other Customers............. 158,694 162,769 — 2.5 
Total Ultimate Customers. . 48,603,169 47,035,610 | + 3.3 
KILOWATTHOUR SAL eloped Month of February 
Residential or Domestic.......... 8 627,072,000 7,889,395 ,000 + 9.4 
Rural (Distinct Rural Rates). 574,627,000 493,425,000 +16.5 
Commercial or Industrial: 
Small Light and Power... 5,410,809,000 5,041,594,000 4 2 
Large Light and Power 14,740,583,000 13,663,056,000 4.96 
Street and Highway Lighting. . 326,816,000 309,297,000 + 5.7 
Other Public Authorities. ...... 718,105,000 722,137,000 — 0.6 
Railways and Railroads: 
Street and Interurban Railways.......... 247,627,000 282,358,000 —12.3 
Electrified Railroads....... 192'0 27,000 205,044,000 — 6.4 
Interdepartmental. . 37,648,000 34,789,000 + 8.2 
Total to Ultimate Customers . 30,875,314,000 | 28, 641,095, 000 + 7.8 
Revenue from Ultimate Customers. $557 ,642,500 $512,746,100 + 8.8 
RESIDENTIAL OR DOMESTIC SERVICE 
AVERAGE CUSTOMER DATA—For 12 Months ended 
February 28 
Kilowatthours per Customer................ 2,195 2,037 | + 7.8 
Average Annual Bill............ $60.58 $57.04 | + 6.2 
Revenue per Kilowatthour . 2.76¢ 2.80¢ — 1.4 








* By Courtesy of the Federal Power Commission. 
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CONVENTIONS AND MEETINGS 
1953 1953 
JUNE 17-20 Public Utilities Association of Virginias’ Annual 
1 PIP Steering Committee, Hotel Traymore, Atlantic a Greenbrier, White Sulphur Springs, 
City, N. J eee ta bai 
1 EEI Industrial Relations Committee, in conjunction 18-19 moryene Bsr ——— — Conference, 
with EEI Annual Convention, Atlantic City, N. J. sa % “ei a — eheciake pret ae a , 
: ae MEATS ae I 20- ocky Mountain Electric Association nnua 
- 4 Se mecrtiapeg page wneees ATtANTic City, N. J. Fall Convention, Broadmoor Hotel, Colorado 
15-16 EEI Hydraulic Power Committee, Multnomah Hotel, Springs, Colo. 
Portland, Ore. ‘ : Saag ; es 
‘ er 20-26 NARUC Convention, Hotel R It, New York, 
15-19 ASCE Convention, Hotel Casa Blanca, Miami Beach, ; N. a eiaine ane ie —— italics 
Fla. 91.99 ER ci -eventi ’ i disson Hotel 
{5-19 AIlEE Summer General Meeting, Hotel Chalfonte- an-e “fanaa Committee, Radisson Hotel, 
Haddon Hall, Atlantic City, N. J. z ; pais , . 
j : : 21-26 International Association Electrical Inspectors, Silver 
16 PIP Mid-Atlantic Region, Safe Harbor, Pa. Jubilee Meeting, Edgewater Beach Hotel, Chicago, 
21-23 Wisconsin Utilities Association Accounting Section Til. 
Convention, Schwartz Hotel, Elkhart Lake, Wis. 27-30 Controllers Institute of America, Annual Meeting, 
21-24 Michigan Electric Association Annual Meeting, Hotel Statler, Boston, Mass. 
Mackinac Island, Mich. 
22-24 EEI Area Development Institute, University of OCTOBER 
Michigan, Ann Arbor, Mich, 7-9 Indiana Electric Association Annual Convention, 
23-24 PIP Workshop Conference Committee, Chicago, III. French Lick Springs Hotel, French Lick, Ind. 
25-27 CEA Annual Convention, Manor Richelieu, Murray 8- 9 EEI Transmission and Distribution Committee, Hotel 
Bay, P. Q. Nicollet, Minneapolis, Minn. 
28-30 National Appliance and Radio-TV Dealers Associa- 12-13 Iowa Utilities Association Management Conference, 
tion, Mid-Year Meeting, Conrad Hilton Hotel, Hotel Fort Des Moines, Des Moines, Iowa. 
Chicago, Ill. 12-14 EEI Industrial Relations Committee, Fall Round- 
JULY Table Conference, Sheraton Hotel, Chicago, IIl. 
. ; : : : ; 19-21 ASA 4th National Standardization Conference and 
17 EEI Industrial Relations Committee, in conjunction 35th Annual Meeting, Waldorf-Astoria, New York 
with Personnel Section, Wisconsin Utilities Asso- N. Y. : F 
ciation, Green Bay, Wis. 19-23 ASCE Annual Convention, Hotel’ Statler, New York, 
mY. 
AUGUST 21 PIP Steering Committee, Edgewater Beach Hotel, 
5-8 International Association Electric League’s 18th An- Chicago, Ill 
nual Meeting, Fairmont Hotel, San Francisco, Calif. 22-23 PIP Workshop, Edgewater Beach Hotel, Chicago, III. 
SEPTEMBER NOVEMBER 
3- 4 EEI Commercial Sales Section Committees, EEI 2- 3 EEI Electrical Equipment Committee, Jung Hotel, 
Headquarters, New York, N. Y. New Orleans, La. 
14-18 IES National Technical Conference, Commodore 11-13 Wisconsin Utilities Association, Electric and Gas 
Hotel, New York, N. Y. Section, Hotel Schroeder, Milwaukee, Wis. 
15-18 EEI-AGA Accounting Division Organization Meet- 19-20 Pacific. Coast Electrical Association Annual Ha- 
ing, Hotel Statler, Detroit, Mich. waiian Conference, Honolulu, T. H. 
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Annual PUAA Convention Meets in St. Louis 


ITH an attendance of more than 

200 delegates, the Annual Pub- 
lic Utilities Advertising Association 
National Convention met in the Ho- 
tel Chase, St. Louis, Mo., May 7-8, 
to hear addresses by leaders in the 
utility and advertising fields. 

Walter G. Heren, Union Electric 
Co. of Missouri, was elected Presi- 
dent of the Association, succeeding 
Paul L. Penfield, The Detroit Edison 
Co. Other new officers are C. Fred 
Westin, Public Service Electric and 
Gas Co., First Vice President; Ray 
W. Fenton, The Peoples Gas Light 
and Coke Co., Second Vice President; 
Robert Bridges, The Cleveland Elec- 
tric Illuminating Co., Third Vice 
President; George G. Hanel, The 
Connecticut Light & Power Co., Sec- 


retary; Mead Schenck, Interstate 
Power Co., Treasurer. 

Speakers at the two-day session 
were Elon Borton, President, Adver- 
tising Federation of America; J. L. 
Van Volkenburg, President, CBS 
Television; J. W. McAfee, President, 
Union Electric Co. of Missouri; B. L. 
England, President, Edison Electric 
Institute; J. F. Oates, Jr., Chairman, 
Peoples Gas Light and Coke Co.; 
and PUAA retiring President Paul 
L. Penfield. 

The world of publishing and com- 
munications was represented by 
Harold S. Barnes, Director, Bureau 
of Advertising, American Newspaper 
Publishers’ Association; John Fis- 
tere, Director of Promotion, Fortune 
Magazine; William G. Werner, Presi- 


Society of 
America; Bob Feemster, Chairman, 
Executive Committee, Wall Street 
Journal; Richard Baumhoff, Utility 
Expert, St. Louis Post-Dispatch; and 
several utility company public rela- 
tions and advertising representatives. 

The climax of the convention came 
during the afternoon of the second 
day when the winners of the annual 
PUAA Better Copy Contest were an- 
nounced. Oldest national contest in 
the advertising world, the Better 
Copy Awards are sought each year 
by virtually all of the more than 300 
member companies and ad agencies 
which hold association membership. 

Richard D. Furber, Director, Pub- 
lic Information and Advertising De- 
partment, Northern States Power 
Co., was elected Chairman of the 
Better Copy Contest for 1953. 
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Comprehensive EEI-AGA Conference Program 
Attracts More Than 1,000 Utility Accountants 


EFORE a gathering of more 
B than 1000 registrants at the 

National Conference of Elec- 
tric and Gas Utility Accountants, 
held at the Hotel Sherman, Chicago, 
Ill., April 20-22, a comprehensive 
program covering many phases of 
accounting was presented under the 
sponsorship of the Accounting Divi- 
sions of the Edison Electric Institute 
and American Gas Association. 

With E. L. Cassady, Indianapolis 
Power & Light Co., EEI Accounting 
Division Chairman, and Bernard S. 
Rodey, Jr., Consolidated Edison Co. 
of New York, Inc., AGA Accounting 
Section Chairman, presiding, the con- 
ference opened with a general session 
on Monday afternoon, April 20, at which 
greetings were extended by James F. 
Oates, Jr., Chairman, The Peoples 
Gas Light and Coke Co., on behalf of 
his company. Mr. Oates told the ac- 
countants that their duty was to 
share in management’s responsibil- 
ity. By analyzing costs so that earn- 
ings may properly be determined, 
accountants can assist in decisions 
of management, he stated. 

Delegates next heard the Hon. 
Spencer B. Eddy, Commissioner, Pub- 
lic Service Commission of New York, 
speak on “Accounting Trends in Util- 
ity Regulation.” Mr. Eddy stated 
that accounting is the most effective 
weapon in utility regulation, but, 
like the atom bomb, should be con- 
trolled. He warned against the doc- 
trine of expediency. When a regu- 
latory commission yields to that 
doctrine, it is mortgaging the future 
for the benefit of the present, he said. 
Commissioner Eddy warned that if 
in combating inflation, we commit 
ourselves to trick formulas and un- 


sound doctrines of revaluation whith 
seem to be of benefit today, we will 
have to live with them in the future. 

Smith Davis, Financial Analyst, 
Southern California Edison Co., pre- 
sented a paper prepared by Haroid 
Quinton, Executive Vice President 
of the same company, on the timely 
subject of “Costs in a Changing 
Economy.” The speaker said that 
cost contro] programs which develop 
company-wide cost consciousness 
produce highly beneficial results be- 
cause they make people think. The 
employer must not only demonstrate 
to employees that they are receiving 
a fair share of the fruits of the 


enterprise but must also enlist their 
support in his aspirations and plans 
for the future growth and employee 
welfare. The success of broad pro- 
grams such as work simplification, 
cost control, and employee opinion 
polls, to which industry is giving 
much attention, is dependent upon 
the degree to which management can 
“sell” such programs to employees. 
Following this, Kenneth W. Haagen- 
sen, Director, Public Relations, Allis- 
Chalmers Manufacturing Co., pre- 
sented a challenging talk on “The 
Human Side of Our Business.” 
George U. Callens, Assistant Per- 
sonnel Coordinator, The Detroit Edi- 





Standing before the “More Power from Niagara” exhibit at the recent Accounting 
Conference in Chicago are B. S. Rodey of Consolidated Edison Co. of New York, Inc., 
Chairman of the AGA Accounting Section, and E. L. Cassady of Indianapolis Power 
& Light Co., Chairman of the EEI Accounting Division. 
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son Co., presented a case study on 
“Supervisory Selection,’ which was 
sponsored by the Accounting Em- 
ployee Relations Committees of both 
Accounting Divisions. Mr. Callens, 
illustrating his study with a series 
of slides, pointed out that, since the 
supervisor’s job has become more 
complex, selection processes of the 
past are not adequate to present-day 
needs, and he detailed a planned 
procedure for supervisory selection. 

Dean H. Mitchell, President, North- 
ern Indiana Public Service Co., sum- 
marized the general session program 
in closing remarks. 

On Tuesday morning, April 21, the 
conference continued with sessions 
held by the various standing com- 
mittees. A combined session of the 
three Customer Activities Commit- 
tees was presided over by M. J. 
Walsh, Consolidated Edison Co. of 
New York, Inc., EEI Coordinator, 
and J. Gordon Ross, Rochester Gas & 
Electric Corp., AGA Coordinator. 
Discussing “Should Collectors Be 
Added to Reduce Uncollectibles?” 
H. S. Hahn, The Ohio Fuel Gas Co., 
asserted that his analysis indicated 
that the underlying causes of in- 
creased charge-offs are primarily 
conditions of the times, one of which 
is increased population movement 
and the other, the increase in the 
average customer’s bill caused by 
increased use of service. Adding col- 
lectors to reduce uncollectibles, he 
said, was not the answer to the prob- 
lem. G. S. Coates, Southern Counties 
Gas Co. of California, pointed out in 
his talk, “Let’s Get Rid of the Un- 
reasonable Customer,” how systems 
and routines readily accepted by 
utilities can easily be changed lo 
make friends out of irate customers. 
Speaking on measurement of job per- 
formance, C. H. Olson, Duquesne 
Light Co., emphasized the difficulty 
in attempting to establish clerical 
standards throughout the industry 
because of the many and varied sys- 
tems. However, through the coopera- 
tion of the employees, the setting up 
and maintaining of standards can be 
accomplished and expense curtailed, 
with resultant increased production 
and more accurate scheduling of 
work. 

The latest developments in the 
“Customer Relations Training Proj- 
ect by Film and Manual” were pre- 
sented to the Customer Activities 
Groups by W. E. Brokaw, Public Ser- 


EDISON ELECTRIC INSTITUTE BULLETIN 


June, 1953 





M. J. Walsh (center) presides over the combined session of the Customer Activities 
Committees. Pictured (left to right) are J. C. Messer, The Peoples Gas Light and 
Coke Co.; Dr. John W. Mauchly, Remington Rand Inc.; J. Gordon Ross, Rochester 
Gas & Electric Corp.; Mr. Walsh, Consolidated Edison Co. of New York, Inc.; W. T. 
Brauer, Long Island Lighting Co.; J. H. Purdy, Consolidated Gas Electric Light and 
Power Co. of Baltimore; and G. F. Higgins, The Detroit Edison Co. 


vice Electric and Gas Co., who in- 
formed the group that the committee 
working on this training material 
will have completed its assignment 
by early fall. 

A combined session of the Depre- 
ciation Accounting, General Ac- 
counting, and Taxation Accounting 
Committees on Tuesday morning, 
with O. K. Boyd, Consolidated Gas 
Electric Light and Power Co. of 
Baltimore, EEI Coordinator, and 
F. H. Crissman, The Columbia Gas 
System, Inc., AGA Coordinator pre- 
siding, heard Harold F. Noneman, 
Partner of Whitman, Ransom & Coul- 
son, discuss the tax aspects of pension 
planning from the standpoint of the 
recipients of the pension. His ap- 
proach to the problems of taxability 
covered not only Federal income taxes 
but estate and gift taxes as well. He 
pointed out the pitfalls into which an 
unsuspecting, would-be benefactor 
may plunge an intended beneficiary 
under a plan which embraced the pur- 
chase of a single premium annuity 
for the beneficiary. 

The many items of income and 
deductions, which, because of the 
Internal Revenue Code and Regula- 
tions, must of necessity provide dif- 
ferences between book net income 
and taxable net income for Federal 
income-tax purposes were described 
by A. A. Ladon, Executive Assistant 
in the office of District Commissioner 
of Internal Revenue, Chicago, Ill. 

The highlight of this session was 
provided by discussion of “Economic 


Depreciation—Capital Exhaustion,” 
presented by F. L. Griffith, The Peo- 
ples Gas Light and Coke Co.; E. W. 
Morehouse, General Public Utilities 
Corp.; and H. H. Scaff, Ebasco Ser- 
vices Inc., each of whom are vice 
presidents of their companies. 

Mr. Griffith, speaking first, began 
by pointing out that there is a dif- 
ference between the true cost of 
depreciation and the annual amorti- 
zation of original cost. A_ utility, 
through depreciation, must protect 
equity investment by providing for 
the replacement of its property. De- 
preciation on an original cost basis 
will not provide for this replacement 
with like property, which today costs 
appreciably more than at the time of 
original installation. He contended 
that in order to provide for the re- 
placement of property, true deprecia- 
tion costs must reflect the current 
dollar value. It was his recommenda- 
tion that, for statement purposes, the 
true depreciation cost be an operat- 
ing expense and that the credit in 
excess of recovery of original cost be 
credited to a capital adjustment ac- 
count. Mr. Griffith stated that since 
the stability of the monetary unit is 
reflected in wages and pension costs, 
it should also be reflected in depre- 
ciation costs. 

Mr. Morehouse took the position 
that the records of account should 
be maintained according to current 
practice. He stated that the problem 
of replacing property at an inflated 
cost is not an accounting problem 
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Shown at the Internal Auditing meeting are (left to right) Magnus Anderson, Mil- 
waukee Gas Light Co.; L. D. Brumit, Florida Power & Light Co.; W. L. Schoonmaker 
of Public Service Electric and Gas Co. and A. I. Russak of The Cincinnati Gas & 
Electric Co., who presided jointly; N. L. Kennedy, Central Illinois Electric and Gas 
Co.; and H. C. Davies, Columbia Gas System Service Corp. 


but an economic one. He continued 
by pointing out that, as an economic 
problem, the increased cost of re- 
placing property should be recog- 
nized in rate making. 

Mr. Scaff, the final speaker, was 
opposed to introducing into account- 
ing statements any items that were 
stated at current dollar value while 
the other accounts were on an orig- 
inal dollar basis. He further stated 
that income from rate making rather 
than depreciation was the chief tool 
for protecting equity investment. 

The interest of the audience in the 
subject was evidenced by questions 
put to the speakers, and it is felt 
that those present will keep in mind 
the discussion and look forward to 
future developments, for, as Mr. 
Griffith pointed out, although many 
volumes have been written, there is 
meager information on the subject. 

The Internal Auditing Committees, 
meeting on Tuesday morning, with 
A. I. Russak, The Cincinnati Gas & 
Electric Co., and W. L. Schoonmaker, 
Public Service Electric and Gas Cu., 
EEI and AGA Chairmen respectively, 
presiding, heard a paper prepared 
by F. P. Lynch, Consolidated Edison 
Co. of New York, Inc., on the “Inter- 
nal Audit of a Stock Transfer De- 
partment.” It was indicated that a 
prerequisite to such an audit is an 
adequate knowledge of the opera- 
tional functions of stock transfer 
transactions, the records employed, 
and the location of the records to be 
examined, and that every considera- 


tion should be given to the timing 
of the audit. Following this, a paper 
on “Internal Controls—Responsibil- 
ity Accounting,” by Frank Lipsky, 
Milwaukee Gas Light Co., was pre- 
sented, which stated that, “broadly 
speaking, responsibility accounting 
is actually a form of cost account- 
ing, an adjunct to the prescribed ac- 
counting system, specifically designed 
to serve management in its internal 
control of operations.” The paper 
pointed out ‘that responsibility ac- 
counting serves as an internal control 
for all levels of management. The 
final paper of the Tuesday morning 
session, by H. C. Davies, Columbia Gas 
System Service Corp., and entitled 
“Rare, Medium, or Well Done,” por- 
trayed unusual accomplishments or 
auditing highlights in the utility in- 
dustry. 

The Tuesday morning session of 
the Plant Accounting and Property 
Records Committees was presided 
over by J. F. Preish, Michigan Con- 
solidated Gas Co., AGA Chairman, 
and C. W. Kelsey, New York State 
Electric ani Gas Corp., EEI Vice 
Chairman. A panel discussion on 
“Tips and Tricks in Plant Account- 
ing,” with L. E. Reynolds, The 
Connecticut Light & Power Co., as 
moderator, was presented, and an in- 
teresting exchange on various phases 
of plant accounting resulted from 
questions directed to members of the 
pane] from those in attendance. 

Tuesday noon, the Customer Ac- 
tivities Committees met separately at 
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luncheon meetings which extended 
into afternoon sessions. The Cus- 
tomer Accounting Committees, with 
G. F. Higgins, The Detroit Edison 
Co., and W. M. Penfield, Public Ser- 
vice Electric and Gas Co., EEI and 
AGA Chairmen respectively, presid- 
ing, heard W. R. Seidel, Rochester 
Gas & Electric Corp., report on ‘“Mea- 
surement of Work Assignments of 
Meter Readers.” Mr. Seidel con- 
cluded, as a result of questionnaires 
sent to various members of the in- 
dustry, that the responsibility of 
assigning a meter reader’s daily work 
is very largely that of the meter- 
reader supervisory personnel. W. F. 
Rowe, Long Island Lighting Co., in 
reporting on the methods and effects 
of rerouting, analyzed the plans re- 
ported by 36 companies, and N. B. 
Macauley, New England Electric Sys- 
tem, reported in detail on the plan 
of the New England Power Ser- 
vice Co. 


Panel Discussion 


A. G. Neumann, Wisconsin Electric 
Power Co., as moderator of a panel 
on controls and balancing of ac- 
counts receivable, introduced G. E. 
Minister, Columbus & Southern Ohio 
Electric Co., who presented a project 
committee report. Two panel mem- 
bers took part in the discussion and 
outlined two plans, one involving 
controls by ledgers, the other, con- 
trols by day’s work. 

J. C. Luchsinger, The Cincinnati 
Gas & Electric Co., discussed the 
project completed by his committee 
on “Preparation of Meter Readings 
for Billing,’ which contained the 
procedures of 45 companies. H. C. 
Bullion, The Detroit Edison Co., re- 
porting on the Directory of Customer 
Accounting Methods and Equipment, 
stressed the fact that 258 companies 
had cooperated in answering the 
questionnaire which made it possible 
to increase the value of the directory. 
P. A. Leach, United Gas Corp., re- 
ported on the completion of his com- 
mittee’s project on filing equipment 
and methods. 

The Customer Collections Commit- 
tees’ luncheon and afternoon session 
on Tuesday, presided over by D. M. 
Arnold, Pennsylvania Power Co., and 
L. J. Rauh, Consolidated Gas Electric 
Light and Power Co. of Baltimore, 
EEI and AGA Chairmen, respec- 
tively, heard J. F. Rooney, Consoli- 
dated Edison Co. of New York, Inc., 
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discuss “What Does Top Manage- 
ment Expect of the Credit Men?” 
Mr. Rooney pointed out that top 
management should understand more 
fully the importance of the credit 
and collection function, of its basic 
relationship to the over-all success 
of a company and its customer rela- 
tions program. Two definite schools 
of thought are appearing, one along 
lines of complete mechanization, 
with the barest amount of record- 
keeping of any kind, and the other 
which stresses the necessity for bet- 
ter human relationships with our 
customers because of the trend to- 
ward complete mechanization. He 
said that real mistakes in formulat- 
ing credit and collection policies are 
made in the years preceding a de- 
pression—rarely during a depres- 
sion. Cognizance of a trend, he 
pointed out, should transcend the 
narrow sphere of keeping outstand- 
ings down and uncollectibles low by 
careful planning of ways and means 
to capitalize inevitable losses into 
favorable customer reaction, if pos- 
sible, and by contemplating the ex- 
tent to which collection costs might 
be reduced in anticipated good times. 

E. P. Knapp, Potomac Electric 
Power Co., spoke on “Off-System 
Collection Methods,’ and was fol- 
lowed by a panel discussion on the 
value of active collection treatment, 
led by F. J. Flom, The Detroit Edison 
Co., and R. E. Waldo, Columbus & 
Southern Ohio Electric Co. 

H. M. Schelden, Pennsylvania 
Power & Light Co., as luncheon 
chairman, opened the Tuesday noon 
meeting of the Customer Relations 
Committees under the chairmanship 
of C. J. Berner, Wisconsin Electric 
Power Co., and J. R. Maher, The 
Connecticut Light & Power Co., for 
EEI and AGA, respectively. H. R. 
Potts, Columbus & Southern Ohio 
Electric Co., discussed the effect of 
rate increases on customer contact 
employee training, and was followed 
by G. E. Smith, Consolidated Edison 
Co. of New York, Inc., whose pres- 
entation, “Letters That Smile,” 
pointed out that companies which 
have improved their letters found 
that obtaining the services of an out- 
side letter consultant is more effec- 
tive than attempting to do the job 
with company personnel. 

E. M. Alt, Northern Indiana Public 
Service Co., reported on the handling 
of seasona) peaks in lighting and 
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Participating in the Plant Accounting and Property Records Committee meeting are 
(left to right) F. W. Ross, Pennsylvania Power & Light Co.; M. B. Romeiser, 
Niagara Mohawk Power Corp.; W. T. Mott, The Peoples Gas Light and Coke Co.; 
N. C. Kushner, Consolidated Edison Co. of New York, Inc.; C. W. Kelsey, New York 
State Electric and Gas Corp., and H. M. Allen, Cities Service Gas Co. 


turning off space heating equipment, 
and H. R. Flanegan, Philadelphia 
Electric Co., in “Exploring the Prob- 
lem of Handling High Bill Com- 
plaints,” pointed out that such com- 
plaints should not be treated nega- 
tively, as if they were a necessary 
evil to be disposed of with as little 
effort as possible; rather they should 
be given a positive promotional han- 
dling in the interest of better cus- 
tomer relations and to support and 
further the promotion of load build- 
ing. H. F. Martin, Long Island Light- 
ing Co., described how commercial 
employees can help operating em- 
ployees in prompt restoration of ser- 
vice to customers, outlining the pro- 
gram used by his company following 
breakdowns caused by fires, storms, 
etc. 


Depreciation Accounting Committees 


The Depreciation Accounting Com- 
mittees, meeting on Tuesday after- 
noon under the co-chairmanship of 
G. T. Logan, Philadelphia Electric 
Co., EEI, and W. J. Foster, Jr., New 
York State Electric & Gas Corp., 
AGA, heard a series of talks on cur- 
rent questions in depreciation ac- 
counting. R. A. Rosan, The Columbia 
Gas System, Inc., presented a paper 
entitled “A Lawyer Looks at Retro- 
active Adjustments to Depreciation 
Reserves,” an able and documented 
presentation of the widely held con- 
tention that the doctrine of res 
judicata should be binding upon com- 
missions. Where it was not binding 
in the cases illustrated, a confisca- 


tion of rate base and earnings re- 
sulted. 

L. E. Worley, Southern Services, 
Inc., delivered comments on “What 
the Courts and Commissions Said 
About Depreciation in 1952.” Mr. 
Worley’s paper interestingly high- 
lighted the differences in the various 
drafts of the NARUC’s proposed re- 
vision of the Uniform System of 
Accounts and the proposals for such 
revision submitted by the Account- 
ing Committees of EEI and AGA. 
Concluding, John J. Reilly, Ebasco 
Services Inc., presented a paper on 
“Application of Actuarial Analysis 
to Depreciation Accounting for Pub- 
lic Utilities.” 

Co-chairmen Arthur Skelton, The 
Peoples Gas Light and Coke Co.,; 
AGA, and A. R. St. Bernard, The 
Cleveland Electric Hluminating Co., 
EEI, presided at the General Ac- 
counting Committees’ meeting on 
Tuesday afternoon. E. B. Blease, 
Northern Natural Gas Co., in spea‘- 
ing on “Interest During Construction 
and Its Relation to Rate of Return,” 
said that “the electric and gas utility 
industries believe that the purpose 
of charging interest during construc- 
tion to plant is to record the inves- 
tors’ claims to recovery of a return 
for the economic sacrifice and risks 
incurred during the construction 
period and that this represents a 
logical method of establishing the 
investors’ claim against future earn- 
ings from operation of the plant. It 
is inherent in this interpretation 
that the risks attached to the dollars 
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from the moment they are committed 
to the enterprise and that the will- 
ingness of investors to venture new 
capital depend upon the _ utility’s 
ability to earn a reasonable rate of 
return both in the periods prior to 
active service and after the plant has 
been placed in operation.” 

Six interesting points were re- 
vealed by E. E. Roll, The Detroit 
Edison Co., in highlights on 1951 and 
1952 annual reports to stockholders: 
(1) utilities are way ahead of other 
industries in comparative balance 
sheets; (2) there is an increase in 
the number of utilities deducting 
depreciation reserve from plant; (3) 
most utilities are showing a break- 
down of their plant; (4) there is a 
trend to show all tax liabilities as 
one figure, although Federal tax is 
shown separately by most companies: 
(5) it is very informative to shew 
income by rate classes; and (6) ac- 
celerated amortization for the pur- 
pose of tax reduction is still a big 
issue. Some utilities put the credit in 
surplus; however, unless it was re- 
served for future taxes, the auditors 
issued a qualified certificate. 

The findings of a survey conducted 
on current pay practices were re- 
ported by F. J. Labanca, New Or- 
leans Public Service Inc. The survey 
showed, among other things, that 
most of the companies contacted have 
a centralized payroll department, pay 
by check, and have pay practices in- 
corporated in union contracts. 

F. J. Porter, Jr., Consolidated Edi- 
son Co. of New York, Inc., reported 
on electronic accounting machines 
developments, and Walter Ott, The 
Cincinnati Gas & Electric Co., gave 
an interim report on the accounting 
developments service. 

J. C. Messer, The Peoples Gas 
Light and Coke Co., presented a talk 
on “Functions and Responsibilities of 
Methods Departments,” using slides 
effectively to illustrate the “before 
and after’ of several systems 
changes. He pointed out that a cen- 
tralized methods staff can devote full 
time to the improvement of a proce- 
dure, can develop skills not normally 
expected of the supervisory force, 
and can keep current with techno- 
logical advances, revised company 
policy, and organizational changes. 
To guarantee the success of a new 
procedure, it should be formulated 
with the assistance and approval of 
supervisors as well as top manage- 
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ment, he said. The methods mar by 
his thorough knowledge of company 
procedures is well qualified to fill 
supervisory and other management 
positions. 

At their Tuesday afternoon ses- 
sion, the Internal Auditing Commit- 
tees heard L. P. Hourihan, General 
Auditor, Ford Motor Co., speak on 
the subject of developing criteria for 
a more effective internal audit. He 
discussed the basic requirements for 
efficient internal audit performance, 
including ascertainment of audit 
needs, organization to perform the 
audit function, evaluation of staff 
needs, performance and conduct, de- 
termination of type and scope of 
audit coverage, development of audit- 
ing aids and techniques, effective 
audit reporting and acceptance. 

The afternoon session of Plant 
Accounting and Property Records 
Committees opened with a paper by 
A. J. Brodtmann, New Orleans Pub- 
lic Service Inc., on “Continuing Prop- 
erty Records for Station Piping, 
Wiring and Conduit,” discussing the 
retirement unit method, group ap- 
proach and “pot” method of unitiza- 
tion and property record establish- 
ment and maintenance. 

With L. F. Scholley, The Cleveland 
Electric Illuminating Co., and R. M. 
Campbell, Consolidated Natural Gas 
Co., EEI and AGA Chairmen respec- 
tively, presiding, the Taxation Ac- 
counting Committees met on Tuesday 
afternoon and heard various subcom- 
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mittee reports on such subjects as 
disability benefits and fringe bene- 
fits, proposed legislation, acquisition 
adjustments, and excess profits tax 
regulation. 8. J. Schiml, The Dayton 
Power & Light Co., gave a paper 
on “Companies’ Tax Manuals” as 
the concluding presentation, which 
outlined several objectives to be 
achieved by the compilation and 
maintenance of such manuals. 

On Tuesday evening delegates met 
socially for the conference dinner 
which was highlighted by the pres- 
entation of the 1953 Master Gavel 
Award in the form of an appropriate 
certificate and gavel awarded to the 
present chairmen of the Taxation 
Accounting Committees, L. F. Schol- 
ley for EEI and R. M. Campbell for 
AGA. The certificates and gavels 
contained listings of the names of 
the past and present committee chair- 
men and represented recognition to 
these committees for their outstand- 
ing work and achievements on behalf 
of the electric and gas industries 
over a period of years. H. S. Bennion 
and H. Carl Wolf, Managing Direc- 
tors of EEI and AGA respectively, 
made the presentations. 

On Wednesday morning, the Ac- 
counting Employee Relations Com- 
mittees, presided over by J. Douglas 
Elliott, The Detroit Edison Co., for 
EEI, and John E. Glines, Michigan 
Consolidated Gas Co., for AGA, held 
a discussion period on the question 
of supervisory selection. Following 





R. M. Campbell (left), Chairman of the AGA Taxation Accounting Committee, and 
L. F. Scholley (third from left), Chairman of the EEI Taxation Accounting Com- 
mittee, receive awards for outstanding work from H. C. Wolf, AGA Managing 
Director (second from left) and Colonel H. S. Bennion, EEI Managing Director. 
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this, there were discussions on 
“Specialization,” “What, No Gripes?” 
“Intra-Office Communications,” “After 
Supervisory Selection—Then What?” 
and “Should We Interview the Em- 
ployee After Merit Rating?” 

The Depreciation Accounting Com- 
mittees and Plant Accounting and 
Property Records Committees met 
jointly on Wednesday morning and 
conducted their sessions in the form 
of a quiz program, provoking good 
discussion from the floor. Among the 
subjects which proved to be of in- 
terest was the problem of allocation 
of depreciation reserves by primary 
accounts, and the disposition of the 
difference between large capital re- 
tirements and accumulated deprecia- 
tion reserves when it is known that 
the depreciation reserve is inade- 
quate. H. R. Flanegan, Philadelphia 
Electric Co., was the moderator for 
this session. 


General Accounting Committees 

The General Accounting Commit- 
tees also met on Wednesday morning 
and held a panel session on the sub- 
ject of “How’s Your Budget?” which 
consisted of a check list of budget- 
ing policies and practices with sug- 
gestions as to what should and 
should not be done. C. P. Van Dyke, 
Iowa-Illinois Gas & Electric Co., and 
D. W. Peterson, Minneapolis Gas Co., 
were the moderators. Ohmer Ullery, 
The Ohio Fuel Gas Co., discussed 
control of small expendable hand 
tools and other portable tools, and 
William J. Vatter, Professor of Ac- 
counting, University of Chicago 
School of Business, spoke on ‘“Mana- 
geria] Accounting.” Prof. Vatter dis- 
cussed the attitudes, interests, and 
conceptions that underlie and deter- 
mine the contribution which the con- 
troller can make to management, 
including the quantitative viewpoint, 
the long-run viewpoint, policing of 
programs and policies, and the in- 
terpretation of enterprise environ- 
ment. He stated that managerial 
accounting is “analectic” rather than 
summational in character, meaning 
that relevant data are selected from 
the records and files to fit the prob- 
lem at hand. 

The Customer Activities Groups 
met again in combined session on 
Wednesday morning, and J. H. 
Purdy, Consolidated Gas Electric 
Light and Power Co. of Baltimore, 
presented the 1953 phase of com- 
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Samuel C. Moore 


AMUEL C. MOORE, Chairman, 

Narragansett Electric Co., and 
a founder of the New England Elec- 
tric System, died in Providence, R. I., 
recently at the age of 80. 

After serving Narragansett Elec- 
tric as president for 16 years, he re- 
tired in 1948. He also had been presi- 
dent of the United Electric Railways 
Co. 

A native of Ireland, Mr. Moore 
came to this country when he was 
17. His career began in New York 
with the Equitable Life Assurance 
Society, which he served for two 
years before joining the Consolidated 
Gas Co., also in New York. 

He became general manager of the 
latter company in 1902 but left to 
represent a group of New York bank- 
ers in the Colorado Power Co. He 
remained in Colorado for ten years 
before returning East to become af- 


pany-conducted opinion surveys on 
“Evaluating Customer Attitudes,” 
following which W. T. Brauer, Long 
Island Lighting Co., discussed the 
current thinking about prompt pay- 
ment incentives. The group was for- 
tunate to have present John W. 
Mauchly, Ph.D., Director of Systems 
Studies, Eckert-Mauchly Division, 
Remington Rand Inc., who talked to 
the session on electronic accounting. 
G. F. Higgins, The Detroit Edison 
Co., presented a discussion of a paper 
prepared by the General Electric Co. 
on the subject of telemetering and a 
portable bill computer. J. C. Messer, 
The Peoples Gas Light and Coke Co., 
made a progress report on the work 
of the Accounting Developments Ser- 
vice Committee. 

The Interna] Auditing Committees, 
in their Wednesday morning session, 
presented a work-shop panel session 
with L. D. Brumit, Florida Power 
Corp., as moderator, in which vari- 
ous questions and problems of inter- 
nal auditing were discussed. 

The Taxation Accounting Commit- 
tees concluded their sessions on 
Wednesday morning with a report 
by C. H. Mann, Columbia Gas System 
Service Corp., on amortization of 
emergency facilities, and discussed 
tax-wise the subject of economic 
depreciation, which was also con- 
sidered at the Tuesday morning 
combined general activities session. 


filiated with the New England Elec- 
tric System. In 1929, he became presi- 
dent. of that concern and remained 
so until 1932 when he went to Rhode 
Island to head Narragansett Electric. 

Mr. Moore had been a member of 
numerous organizations § including 
the Providence Engineering Society, 
Rotary Club, British Empire Club, 
Turks Head Club, Rhode Island 
Country Club, and the Squantum As- 
sociation, besides being very active 
in the work of the Y. M. C. A. and 
Masonry. 

Mr. Moore’s first wife died in 1925. 
Surviving are his widow, Miriam 
Shilladay Moore; a son by his first 
marriage, Irwin L. Moore, President, 
New England Electric System; a 
daughter by his second marriage, Mar- 
garet Jane Moore; and a brother, 
John D. Moore. 


W. H. Harrison Jr., Potomac Elec- 
tric Power Co., presented a paper on 
“Training Tax Assistants” in which 
he discussed the problems of train- 
ing principal tax assistants at a 
management level, as well as de- 
veloping competent juniors. W. R. 
Moran, The Toledo Edison Co., pre- 
sented a paper on Federal Grants in 
Aid, covering the subject from an 
historical summary which included 
early grants, modern grants, and 
the principal present-day grants. A 
paper on contributions by corpora- 
tions was presented by W. G. Kuhns, 
Wisconsin Electric Power Co., and 
David W. Richmond, Miller and 
Chevalier, discussed “How a Tax 
Proposal Becomes Law.” 

The Office Machines Exhibit, at 
which up-to-date machines and 
equipment of interest to accounting 
people were displayed, was presented 
through the courtesy of Addresso- 
graph Multigraph Corp., Burroughs 
Adding Machine Co., International 
Business Machines Corp., Monroe Cal- 
culating Machine Co., Inc., The Na- 
tional Cash Register Co., Recordak 
Corp., Remington Rand, Inc., The 
Standard Register Co., and Watson 
Manufacturing Co., Inc. 

A planned sightseeing trip and 
luncheon highlighted the Ladies Day 
program on Tuesday during the con- 
ference. 
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Public Relations’ Priceless Ingredients— 
Deeds, Character, Neighborliness 


B. L. England 


President, Edison Electric Institute 


An address before the Public Utilities Advertising Association, St. Louis, Mo., May 7, 1953 


HIS is the time when we must set 
Te work to build the confidence of 
the American people in the na- 
tion’s utilities to a new high level, to 
insure their continuance under any 
future conditions as foundation-stones 
of the immensely productive American 
free economy. This is a task in which 
we are all deeply concerned, but which 
will bear most heavily on the adver- 
tising and public relations executive. 
In my estimation good relations with 
the public are established and can only 
be held by the continued and conscien- 
tious demonstration that the utility is 
fully aware of its responsibilities to 
the public it serves, and is doing every- 
thing it can to meet these responsi- 
bilities successfully. 

Deeds, character, and neighborliness 
are what I consider to be the three 
“priceless ingredients” basic to good 
public relations. Utility managements, 
as well as their advertising and public 
relation people, must keep these simple, 
but not easily concocted, essentials 
always in view. 

There is nothing new about these 
three fundamentals, nor is there any- 
thing novel in the views which I shall 
present. But as an industry, we owe 
our existence to the people we serve, 
and I would like to emphasize how 
serious and inclusive our thinking on 
this relationship is and must be. 

I believe that public relations is 
more an art than the science it is some- 
times called—it is the art of getting 
along with people. Let us grant that 
there are special techniques involved 
in public relations practice, but so are 
there in the painting of a picture. It 
is the motivating force, the idea be- 
hind the technical know-how which 
makes the difference between a master- 
piece of powerful effect and the ordi- 
nary painting of no particular merit. 
So it is in public relations. Manage- 
ment must provide the character and 
the motivation for the public relations 
picture, or those who have special 
abilities cannot use their techniques 
to best advantage. 


That management which feels that 
its public relations is well taken care 
of only because it has a public rela- 
tions set-up on the organizational 
chart is making a serious mistake. If 
it wants its public relations picture to 
be a good one, it must outline the 
basic ideas and observe that they take 
proper shape every step of the way. 

At the same time I do not want to 
give the impression that the individual 
primarily charged with formalized 
public relations activities should be 
primarily a technician. Ideally, he 
should be capable of giving policy as- 
sistance at the side of top manage- 
ment in the shaping of the basic public 
relations outline. He should be alert 
to recommend improvements in any 
phase of operation which might help 
the utility’s public position. With his 
specialized knowledge, the public re- 
lations man may realize that certain 
decisions, although seemingly feasible 
in other respects, may represent seri- 
ous danger to the entire organiza- 
tion’s standing with the public. If his 
company and his management have 
the courage and integrity to do the 
right thing in a given situation, he 
must have the courage to tell his man- 
agement what he believes that right 
thing may be. 


Top Management’s Responsibility 


Nevertheless, the key to the making 
of good relations is held by the chief 
executive. There is no blinking the 
fact that, depending on the manage- 
ment concept, the best-laid public re- 
lations plans and efforts can be helped 
greatly or largely nullified. 

The policies and approach to public 
service followed by the top manager 
inevitably will be reflected countless 
times daily by the members of his or- 
ganization, not only in their contacts 
with customers, but with each other 
as well, thereby affecting the entire 
character of the utility’s operation. 
Excellence of engineering, adminis- 
trative competence, sound sales plan- 
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ning, and other attainments of 
importance may go completely unap- 
preciated by the public, even by the 
employees themselves, if there appears 
to be indifference or lack of under- 
standing at the top. 

The management man must con- 
stantly be aware that other people do 
not understand his business as well as 
he does—the very fact that he is in a 
management position is an assumption 
of his greater understanding. Conse- 
quently, matters which may appear 
completely obvious to him often may 
require careful, painstaking explana- 
tion, in terms of the experience of the 
audience, if wrong conclusions are to 
be avoided. 

The fact that public relations con- 
siderations appear in every area of 
operation, extending like the roots of 
a valuable but delicate plant, is a 
major concern of management and 
public relations executives. Too often 
company personnel identify themselves 
only with their primary function, 
whether it is wire-splicing or working 
out complicated financing details, and 
they may express in various ways the 
view that they have no time for “public 
relations nonsense.” 

This kind of attitude shows a seri- 
ous lack of understanding of the 
utility company and its basic principles 
and urgently needs correction. Here 
is the obvious case where, “if the pupil 
hasn’t learned, the teacher hasn’t 
taught.” Perseverance, tact, ingenuity, 
and skill are required to make every- 
one in the company broaden his out- 
look so that he can see the forest, not 
just his particular tree. Once that is 
accomplished, however, a sense of 
unity of purpose and cooperative ac- 
tion can be achieved that will make the 
organization’s people not only aware 
of the public-relations importance of 
their actions, but more effective in 
other ways as well. 

I hope I have succeeded in emphasiz- 
ing that public relations in a public 
utility or in any organization, for that 
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matter, is part of the structural 
strength of the whole body. The op- 
eration of every department affects it. 
If a new rate goes into effect, definite 
and sensitive relations with the public 
are involved. If there is friction or 
ill-feeling within the company or- 
ganization, unheeded or uncorrected 
by the personnel department, the con- 
dition may erupt unexpectedly where 
it will affect the public. A meter 
reader, for example, angry as the re- 
sult of something occurring back at 
the shop, may “take it out” on a cus- 
tomer—thereby damaging the entire 
company in the customer’s eyes. 

If it is plain that the accident pre- 
vention people and the operation su- 
pervisors are conscientiously working 
to prevent tragedy and suffering, an 
invaluable sense of the organization’s 
consideration for human life may be 
conveyed to the public, offsetting the 
tendency to think of corporations as 
cold and impersonal. 


On every level of the utility’s or- 
ganizational ladder, in every division 
and district, characteristics of cour- 
tesy, understanding, and helpfulness 
are vitally important. It is almost a 
truism that years of excellent service, 
representing the work of everyone in 
the utility system, can be badly hurt 
in the public eye by the brief lapse into 
carelessness or thoughtlessness of a 
very few. 

The human equation in public rela- 
tions makes statistical analysis very 
difficult. We can evaluate advances in 
engineering, sales, and accounting in 
terms of fuel savings, load-building, 
and administrative efficiency, but we 
have no really accurate way of apprais- 
ing the factor on which the survival of 
utilities under free enterprise depends 
—good public relations. 


Maintaining Public Support 

We all know in a general way what 
is required to produce good public 
relations—just as we know and under- 
stand that basic guide of human con- 
duct, the Golden Rule. But, as in the 
case of the Golden Rule, it’s not just a 
matter of knowing and understanding, 
but of acting as we know we should. 
I might add that if everyone did obey 
the Golden Rule, one of the many 
things we wouldn’t have to worry 
about would be public relations. 

Now, in what practical and concrete 
ways does a utility enlist and maintain 
public sympathy and support? How 
does it evoke the picture of a corpor- 
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ate good citizen and friend in the pub- 
lic mind? 

First and most obviously, the ser- 
vice rendered to its customers is satis- 
factory, and there are continuing ef- 
forts to reach new levels of excellence. 
Any threats to service, whether aris- 
ing from natural calamities or from 
human error, are swiftly and effec- 
tively dealt with, to reduce hardship 
and inconvenience to a minimum. In 
an emergency situation, an accurate, 
clear, and authoritative statement to 
newspapers and radio stations on what 
has actually happened will go a long 
way in quieting public fears, resent- 
ment, and fantastic rumors. 


Indifference or ill-temper by utility 
people at a time when customers may 
find their lives disrupted by unex- 
pected service failure can be extremely 
damaging. The demonstration of a 
cheerful willingness to help, even if 
little can be done at a given moment, 
may gain a staunch friend, where a 
heedless or rude response, thought- 
lessly given under pressure, may de- 
velop a vigorous enemy. The utility’s 
ability to come through in the clutch 
is much more productive of public ap- 
proval and appreciation than fair- 
weather statements on “service” which 
may not be backed by the record. 

Having the primary responsibility 
for getting service to the customer, 
the utility also has a strong and legiti- 
mate interest in how he uses it. This, 
of course, is of importance to the en- 
gineers who must plan for facilities to 
meet demand, to the salesman who 
seeks the most profitable applications, 
to the rate men, accountants, and 
others. But running through the spe- 
cial considerations of these members 
of the utility organization is the pub- 
lic-relations problem of assuring that 
the emphasis is on helping the cus- 
tomer make the best use of his supply. 
If the customer feels, for example, 
that the utility is only interested in 
him as a source of payment for cer- 
tain quantities of electricity or gas, 
it should not be surprising that he 
should turn a rather unsympathetic 
ear to explanations of why the utility 
needs a rate increase. 

A public utility has a unique posi- 
tion in the community it serves, and 
consequently its opportunities and re- 
sponsibilities for service are greater. 
It must take up these considerations, 
not only for the public relations bene- 
fits afforded, but for very definite eco- 
nomic reasons. 
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In the electric industry, for example, 
we are very much aware that an elec- 
tric utility cannot move away from its 
community, if conditions are not to 
its liking. For its own success, it must 
serve a growing, successful commun- 
ity. Consequently, the utility has a 
natural role as a leading citizen in any 
efforts to improve local conditions, 
whether they be economic or social. 

In different regions throughout the 
nation, area development programs 
which recognize the importance of full 
utilization of community resources 
and of making other local improve- 
ments are finding ever-increasing em- 
phasis. The electric company may co- 
operate actively with other organiza- 
tions in developing of natural re- 
sources, in seeking new industrial 
plants for location in the area, and in 
working to make the community a 
better place in which to work and 
live. 

If a utility and its employees prove 
to be good and constructive neighbors 
in their community, both in their par- 
ticular job of electric service and in 
the general advancement of the prog- 
ress and prosperity of all, the most 
important work in cementing good 
relations will have been accomplished. 


“Telling and Selling” 

It can’t be expected, however, that 
simply because the right things are 
being done that people will remember 
and give proper credit. Without un- 
due honking of its own horn, the util- 
ity must keep before its customers the 
story of its efforts on their behalf. 

On this point, Albert Cree, Presi- 
dent of Central Vermont Public Ser- 
vice Corp., commented a few weeks 
ago: “... The electric industry has not 
used as effectively as it might have 
done the art and profession of adver- 
tising to secure better public under- 
standing and confidence and above all 
to sell the electric service which is its 
business. But I believe that we are 
now beginning to appreciate more and 
more the value of telling and selling 
over and over again through adver- 
tising.” 

To make the most of its good record, 
the utility needs to maintain effective 
contact with newsmen and others 
whose function it is to keep the public 
informed. There are two important 
factors involved here—not only does 
the utility want the people to know 
about it, but it also wants those who 
inform the people to have a working 
familiarity with the utility. 
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The utility and its people must be 
accessible—to newsmen, customers, 
stockholders, and others. What is un- 
known, withdrawn, or aloof very often 
arouses suspicions or antagonism in 
people — reactions which should be 
carefully avoided by the utility com- 
pany and its top managers. You can’t 
be remote and unfriendly until the 
time that you really want publicity, 
and then expect sympathetic or even 
accurate treatment of what you con- 
sider a most significant story. 


Further, the utility’s stockholders 
and employees should be kept in- 
formed, not only to maintain their own 
interest and desire to support the 
utility’s operations, but to allow them 
the opportunity of using their personal 
contacts with others outside to bolster 
public knowledge of utility policies 
and activities. Employees should be 
well enough acquainted with their or- 
ganization so that they are not only 
able, but anxious, to explain to their 
friends and families what the utility 
stands for. Word-of-mouth public re- 
lations work is frequently the most 
effective. 


Public relations on the community 
level is a matter of prime concern to 
the utility, but so, too, is the question 
of opinion and approval on the national 
scale. The industry which supplies 
vital energy for the economic advance- 
ment, social progress, and military 
safety of an entire nation has an in- 
calculable importance, and the indi- 
vidual utilities which compose it 
share the weight of national respen- 
sibility. 


Private Initiative Displayed 

This is particularly significant in 
our era of big government. The west- 
ern democracies are engaged in a war 
of varying degrees of temperature 
against the ultimate in big govern- 
ment—Soviet Russia. In the electric 
industry, we are determined that we 
shall not bring that ultimate any 
nearer—in a homegrown form or in 
any other way—by defaulting to those 
who have long sought the nationaliza- 
tion of all electric power in our 
country. 

With this principle in mind, we have 
been on the alert to prove to the 
American people that private capital 
is willing and able to undertake large 
development projects in the public in- 
terest. Our steps in this direction have 
not only refuted the often-heard claims 
that government alone can accomplish 
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such works, but have also shown how 
the expenditure of millions of dollars 
in tax funds may be avoided. 

Just last year, for example, 15 elec- 
tric companies formed the Ohio Valley 
Electric Corp., to construct some 2,- 
000,000 kw in steam-electric generat- 
ing facilities to serve a huge govern- 
ment atomic energy installation. This 
organization follows the pattern es- 
tablished two years earlier by the five- 
company Electric Energy Inc. which 
is installing nearly 1,000,000 kw for 
another Atomic Energy Commission 
plant. Electric Energy Inc. is headed 
by Union Electric’s President J. W. 
McAfee, and both he and his company 
deserve great credit for their trail- 
blazing achievements. 

Among major hydroelectric projects 
now being undertaken or proposed by 
electric companies is the Niagara Falls 
redevelopment plan. Five New York 
State companies have offered, for Con- 
gressional approval, a comprehensive 
program for the over-all utilization 
of the mighty power potential of the 
Niagara, consistent with the terms of 
the 1950 Canadian-United States 
treaty by which the scenic spectacle 
is to be preserved. This $350,000,000 
project would be carried out at no ex- 
pense to the public treasury. 

These electric company projects are 
evidences of national good citizenship 
which have a strengthening effect on 
the high position we have achieved in 
the public mind by our established 
abilities to provide adequate electric 
service for the nation’s needs in peace 
or war. 

Positive plans and accomplishments 
of this kind on both the national and 
community level not only have value 
in themselves, but are of inestimable 
worth as concrete proof of the vigor 
and progressive qualities of free en- 
terprise. An electric company’s faith 
in free enterprise must be an active 
faith—one that communicates to the 
people through achievement. 

There are strong indications that 
the people are being more and more 
favorably impressed by electric com- 
pany attitudes and actions along these 
lines. 

There are, for example, increasing 
public disillusionment with left-wing 
practices and a heightening awareness 
by the public of the effect on their 
pocketbooks of the tax-free status of 
governmental power undertakings. 

Also encouraging have been recent 
acts of Congress, which show antip- 
athy to the practice of building dupli- 
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cating transmission and steam-gener- 
ating facilities, and the Congressional 
insistence upon contracts to use ex- 
isting facilities to avoid this wasteful 
and destructive practice. 

Finally, the time may not be far 
distant when Federal power opera- 
tions will be taxed and will have to 
pay their full costs, as huge Federal 
expenditures increase the tax burden 
on individuals and businesses. When 
financial responsibility is made a con- 
dition of Federal power project oper- 
ation, the preference clause in favor 
of local governmental power systems 
and cooperatives will lose its advan- 
tage. Without subsidy, most govern- 
ment power will be more expensive 
than power produced by the com- 
panies. 

These considerations have not by 
any means induced electric company 
managements to relax in their efforts 
to improve free enterprise electric 
service and to tell the public of its 
merits. On the contrary, additional 
stimulus has been given to sharpen 
the difference in the public mind be- 
tween company electric service and 
government power. 

This demands leadership of the 
highest order on the part of manage- 
ment and advertising and public rela- 
tions executives. Free enterprise 
leadership has always had to demon- 
strate its capability to carry out de- 
sirable aims, before sucessfully en- 
listing the support of the people. One 
of the most refreshing features of a 
democratic country is the simple fact 
that no one is forced to believe what 
some one else has told him. In a sense, 
every citizen in a free nation is “from 
Missouri’”—he bases his decision on 
what he thinks is best for him, not on 
the words of businessmen, government 
spokesmen, or others seeking his back- 
ing, but on their actions and the good 
or bad effects he believes they have 
produced on him. 

At this juncture of history, the elec- 
tric utility leader must, as never be- 
fore, keep in mind at all times the sig- 
nificance of the public relations pic- 
ture. The complex of human thoughts, 
actions, responses, opinions, emotions, 
and beliefs among his employees, stock- 
holders, customers and fellow citizens 
holds the basic answer to the continued 
success and prosperity of his company, 
his community, even his country and 
its way of life. 

There is an essentially simple way 
to achieve that vital solution, despite 

(Continued on page 188) 
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.A CCOUNTING is the most effec- 
tive weapon in utility regula- 
tion — perhaps something like 

the atom bomb which should be con- 
trolled by the wise and the just. 

The greatest sins which have oc- 
curred throughout the years in utility 
accounting have been occasioned by 
the doctrine of expediency. When a 
regulatory commission yields to that 
doctrine, it is mortgaging the future 
for the benefit of the present. It is 
charging the proper expenses of 1953 
to some future year not determined. 
It is a wrong and cowardly thing to 
do. If we yield to the same tempta- 
tion known to the trade as “dressing 
up the balance sheet,” it is equally 
wrong. 

If we think for a moment of the 
problems that face us, we will recall 
that most of them were the result of 
the doctrine of expediency, and that 
they seemed like good ideas at the 
time. Let us recall a few. 

For 50 years the doctrine of repro- 
duction cost has haunted us—some- 
times supported by utilities and 
sometimes by many regulatory com- 
missions — the view changing with 
the changing of price levels. How 
did the doctrine come into being? 
Was it the result of anyone’s pro- 
found conviction or did its popu- 
larity wane and rise because of an 
inherent soundness in the philosophy 
or lack of it? It came into being for 
one reason and one reason only. It 
was a much easier way to try a 
freight rate case than to determine 
the legitimate investment or apply 
any other standard. 

Not to labor the point, may I refer 
to the authority of Holy Writ as 
stated by Moses in the book of Num- 
bers (I quote from Numbers rather 
than the earlier version in the book 
of Exodus because in the accounting 
profession Numbers will probably be 
regarded as the better authority): 
“The iniquities of the fathers shall 
be visited unto the children even to 
the third and fourth generation.” I 
leave the theology to others; but 
that statement is as sound economics 
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and as sound a principle of account- 
ing today as it was 4000 years ago. 
The dangers of the doctrine of ex- 
pediency may not be manifest at the 
moment, but they carry over and 
haunt the future. In the light of 
this approach, our decisions upon the 
problem of utility accounting must 
be made not because they appear to 
be of temporary advantage either to 
the utility involved or the public that 
it serves. Let us consider some of 
the problems which confront us. 


Pension Accounting 

The first is pension accounting. 
We have seen within our lifetime a 
complete change in the concept of 
pensions. It was not too long ago 
that the prevailing regulatory view 
was that the cost of pensions based 
on service prior to the institution 
of the pension plan was properly 
charged to surplus. Today pensions 
are properly regarded as part of com- 
pensation and, therefore, a present 
operating cost. The problem does not 
end here. We have, as you all know, 
many plans which are called non- 
contractual plans, that is, plans in 
which the company reserves the right 
of termination at any time. Hence, 
it is argued that there is no legal 
liability, and, there being no liability, 
proper accounting cannot and should 
not show as a liability on the balance 
sheet the amount of future obliga- 
tion which in all probability must 
be met. 

That position is legalistically cor- 
rect, but we know that whether we 
style a pension plan contractual or 
noncontractual, no company having 
established such a plan can fail to 
continue it without facing the pros- 
pect of interruption of service be- 
cause of strikes. 

I am familiar with one company 
which has such an agreement. It is 
now in bankruptcy. The amount of 
its liability for future pensions, I 
am told, exceeds all of its assets most 
of which are pledged. While the Uni- 
form System of Accounts does not 
provide for good will on the asset 
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side, assuming no satisfactory ar- 
rangement can be made with the 
employees, there ought to be a very 
large item for ill will on the liability 
side. Unless and until we recognize 
the fact that the utilities of this 
country are largely committed to 
some form of pension plan, and un- 
less we provide for that liability by 
current and proper charges to oper- 
ating expenses, we are mortgaging 
the future, and we are sowing the 
seeds of future financial instability. 
There is no pat or easy solution. 
I but state the problem and point 
out the principle that we must pro- 
vide for paying today’s pension bills 
today. The complete disclosure of the 
plan by a footnote to the balance 
sheet is a forward step. 


Accelerated Amortization 


A second problem is the treatment 
of the accelerated amortization for 
tax purposes where the amount in- 
volved is material. The prevailing 
and the sounder view appears to be 
that, for the purpose of establishing 
rates, depreciation should be spread 
over the useful life of the property 
and not over the period fixed for tax 
purposes. The doctrine of expediency 
tempts us immediately to take the 
tax credit to improve the balance 
sheet or to avoid a rate increase. 
Such treatment, however, distorts 
not only present but future income. 
It logically follows that if deprecia- 
tion for rate purposes is to be figured 
over the useful life of the property, 
the tax saving must likewise be 
spread over the same period. Again, 
most regulatory bodies are in accord. 
There is, however, no such agree- 
ment as to the accounting treatment. 
Some authorities insist that the tax 
saving should go to surplus but that 
that surplus should be restricted. 
Another view—and I urge the cor- 
rect view—is that the tax saving 
should appear as a reserve. 

All of us will agree that a balance 
sheet should be as simple as possible, 
should be understandable, and should 
not be capable of misconstruction. 
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A restricted surplus may be a de- 
vice which is necessary under some 
conditions but many security analysts 
will be found who treat it as if sur- 
plus were entirely free. A larger 
than normal increase in surplus in 
any year calls for an explanation to 
those who wish to know the truth. 
To those whose approach is more 
casual, it tends to indicate earn- 
ings above the average. A decreas- 
ing surplus is far from an encour- 
aging sign. A reserve is obvious, and 
a reduction in a reserve does not 
carry the implications of a reduction 
in surplus. 

This reasoning applies just as 
much, perhaps more, if the proposal 
to change the term “earned surplus” 
to “retained earnings” is adopted as 
part of the Uniform System of Ac- 
counts. Space does not permit me 
to comment upon this proposal “to 
change the name of the State of 
Arkansas,” but may I point out one 
inevitable logical result of making 
this change. The surplus reconcilia- 
tion which is such an important part 
of any statement must disappear. If 
the account is “retained earnings,” 
then the adjustments logically must 
appear as part of the income state- 
ment. 


Position of Depreciation Reserve 

While we are on the subject of 
the proposed changes in the Uniform 
System of Accounts, it might be well 
to discuss the proposal to move “de- 
preciation reserve” from the liability 
side, where it belongs, to the asset 
side and to deduct it from “property 
account.” Outside of the fact that 
historically the sources of the funds 
which have produced the “plant in 
service” have always been shown to- 
gether on the liability side, the pro- 
posal violates one of the primary 
tenets of utility accounting. 

Much energy and much money has 
been devoted to cleaning up utility 
balance sheets and to stating ac- 
counts correctly. The property 
account is one that can and should 
be determined with exactness. A re- 
serve by its very nature is an esti- 
mate. This is particularly true of a 
depreciation reserve. We know, de- 
spite all of the care and the study 
which has been. given to the subject, 
that a depreciation reserve is never 
a matter of demonstrable mathema- 
tical exactness. Of what meaning 
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would be a net plant figure in a com- 
pany which uses the retirement re- 
serve method? And how could such 
a figure be comparable in comparing 
the balance sheet of that ‘company 
with one which uses straight line de- 
preciation accounting? In our state, 
substantially all of the utilities have 
been pursuaded to use the straight 
line method. Most of them, where 
there were inadequate reserves, have 
made those reserves adequate. The 
annual rates of depreciation have 
been fixed with care, but as we 
periodically review the reserves of 
these companies, we find that the 
improvement in the art and the addi- 
tion of plant expansion as against 
replacement have changed the lives 
which might be expected. 

What do we achieve by this sug- 
gested change? First, we change an 
asset account, which is ascertain- 
able, to an asset account which is a 
matter of judgment, and, worse, we 
get a result which to the casual 
public appears to be a certification 
of the correctness of the asset ac- 
count which is the main factor in 
the rate base. 

Even in those cases where a de- 
termination has been reached as to 
the adequacy of the reserve and the 
propriety of the depreciation rates, 
a determination most helpful in the 
speedy and just determination of 
rate cases, we are still dealing with 
an estimate which should be con- 
stantly reviewed. The best way to 
emphasize that fact is to continue 
the account as a reserve upon the 
liability side of the balance sheet. 

We have had several cases where 
agreement has been reached as to 
tne amount of the deficiency in the 
reserve but where, ‘for reasons form- 
ing no part of this discussion, the 
company has been unable imme- 
diately to make good the reserve. 
Nevertheless, it was. desirable that 
there be a permanent record of the 
ascertained deficiency. In those 
cases, we have adopted this account- 
ing. The actual reserve appears upon 
the balance sheet. Upon the books 
the computed reserve has been en- 
tered with a sub-account showing the 
deficiency in red. As transfers are 
made to the reserve, the sub-account 
in red gradually will be written off. 

To meet the impact of inflation, 
many regulatory theories and ac- 
counting formulae have been ad- 
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vanced. These fall within two ex- 
tremes. One states that it is the duty 
of regulatory commissions to insulate 
and to insure the investor in utility 
equities against inflation—that be- 
cause the purchasing power of his 
dollar has been cut in two, the in- 
vestor’s dollar return should be 
doubled. The other extreme argues 
that since any increase in the cost 
of living, in theory at least, adds to 
the inflationary spiral, it is the duty 
of regulatory commissions to be as 
niggardly as possible in any increase 
in utility rates. I cannot agree with 
either point of view. 


Inflation and the Money Market 

Inflation was deliberately encour- 
aged by our Federal government to 
meet nationwide economic problems. 
We devalued the dollar. We killed 
part of our pigs and increased gov- 
ernment expenditures to fatten the 
balance. We artificially made avail- 
able cheap money. Whether these 
things were right or seemed wise at 
the time they were undertaken is 
not part of this discussion. They 
occurred. Then more recently our 
great military expenditure as the re- 
sult of the Korean War further in- 
flated the economy. Just as the 
causes of inflation were national in 
scope, so are the remedies that may 
be exercised. The effect of the acts 
of the regulatory commissions upon 
the pattern of the inflationary spiral 
is minor. Assuming that a regulatory 
commission attempts to completely 
protect the utility investor from the 
damage of inflation, these efforts can 
be rendered completely impotent by 
the pattern of the national tax laws. 

Inflation is a condition with which 
we have to live. We are in a period 
of expanding economy in the utility 
field, and it is our mutual duty to 
see to it that the new money which 
is needed to render adequate service 
is obtained at the lowest possible 
cost. High capital costs must be 
paid by future ratepayers. 

To obtain needed money, utilities 
must compete in the money market: 
If all forms of industry were equally 
affected by inflation, the competitive 
problem would be minimized. We 
know, however, that the utility must 
compete against the industrial com- 
pany which traditionally enjoys high 
income in periods of expanded busi- 
ness activity and, particularly, 
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against that class of industrial enter- 
prise, like the oil industry, wnere 
there appear to be tax advantages. 
In short, the utility is competing 
against investments which appear to 
furnish a greater hedge against in- 
flation. Hence, the argument of some 
economists is that if we are to com- 
pete in the money market, regulation 
of utilities must be on a basis which 
likewise appears to offer the same 
hedge. 

Space will not permit my discussing 
in detail the many recent accounting 
theories. They may be discussed to- 
gether. Each one attempts some 
method of equalizing the impact of 
inflation by revaluing the dollars of 
investment rather than the property, 
differing fundamentally from the 
“fair value” concept where repro- 
duction cost of plant is a material 
element. One of the examples which 
comes to mind is the proposal to 
accrue depreciation upon a replace- 
ment rather than cost basis. Another 
is to revalue the investment in terms 
of the decreased purchasing power 
of the dollar. Each one has the same 
claimed objective in view—the in- 
crease of earnings upon the equity 
investment. They all present a temp- 
tation and an expedient answer to 
our mutual problem. I use the word 
“expedient” deliberately and ad- 
visedly because any rule of regula- 
tion which produces a high return 
in periods of high inflation must of 
necessity produce a low return in 
periods of deflation. 

Following one of the proposals, the 
historic cost of capital theory, to its 
logical conclusion probably would 
give most utilities a higher rate of 
return than they are receiving, but 
let me emphasize that the most con- 
troversial case which has been de- 
cided recently was decided upon that 
precise theory by the Federal Power 
Commission. I make no point of 
whether or not in that case the his- 
toric cost theory was correctly ap- 
plied or whether the decision was 
right. I cite the example only to call 
attention to the fact that a theory of 
regulation which may appear favor- 
able to one group may be far from 
favorable to someone else. 

If as a cushion against inflation 
we adopt the policy of revaluation, 
whether we take it in terms of pur- 
chasing power dollars or in some 
other way, we commit ourselves to 
the doctrine that revaluation is a 
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sound method of fixing utility rates. 
The percentage of high-cost postwar 
pliant is constantly increasing, not 
alone because of the great expansion 
made necessary to meet demands but 
also because each year more and 
more low-cost prewar plant is being 
retired. Most companies have bor- 
rowed a large proportion of the 
money used to install this high-cost 
plant. Some of these loans are going 
to become due and payable in the not 
too distant future. If we expect over 
the years (and it always has hap- 
pened) a decline in the price cycle, 
and that cycle coincides with the 
refundings which will be necessary, 
and if we have committed ourselves 
to the doctrine of revaluation, the 
problems of refinancing will be ex- 
tremely serious and difficult. 

We can expect an increase in plant 
at current prices over the imme- 
diately foreseeable future. Under 
some of the revaluation theories, a 
moderate decline in the price cycle, 
or conversely an increase in the pur- 
chasing power of the dollar, would 
shortly produce a rate base in some 
of the rapidly growing utilities below 
an original cost rate base; and if the 
price cycle should:drop to its prewar 
figures, I will leave to your imagina- 
tion the disaster that would ensue. 

What I am trying to say is this. 
If we commit ourselves to trick for- 
mulas and the unsound doctrine of 
revaluation today when it may seem 
to be a benefit, we will have a doc- 
trine with which we will have to live 
in the future. We can’t change the 
rules of the game when it is to our 
advantage and then ask to have the 
rules changed when they hurt. 

Let me put it another way. In 
times of depression, the price level 
falls. In times of depression, utility 
business is lessened. If we proceed 
on such a revaluation theory, the 
base upon which utilities may earn 
drops, and the combination of the 
factors results in a low income at a 
time when they need it most. 

We have two types of investors— 
one who because of tax laws is pri- 
marily interested in market apprecia- 
tion, and a second who is interested 
primarily in continuity of earnings. 
It is to the latter class that premium 
utility stocks appeal. 

The stability of the utility indus- 
try in this country depends upon the 
stability of earnings. The greatest 
example of this is the American Tele- 
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phone Co. which has well over 
1,200,000 stockholders who have 
bought that stock largely because of 
their belief in the stability and the 
regularity of the $9 dividend. I ven- 
ture to say if over the last 30 years 
the dividend had averaged $9.50 or 
$10 but had fluctuated from $12 to $4 
and followed the pattern of indus- 
trial stocks, it would not have the 
investment attraction that it has. 

Another great objection to any of 
the revaluation theories is that in the 
trial of any rate case it opens more 
points to controversy. It becomes a 
battle of the experts, and I think that 
general experience is that most com- 
missions are inclined to believe their 
own experts and not the companies. 
A rate case where the plant cost is 
beyond dispute, where the adequacy 
of the depreciation reserve and the 
annual rates are not in controversy, 
can be quickly and speedily disposed 
of. If we use the replacement basis 
of depreciation, do we use the ex- 
pected future cost of replacing exist- 
ing property which we know will not 
be duplicated, or do we usurp the 
functions of management and com- 
pute it upon the future cost of the 
type of plant that regulatory com- 
missions predict will be installed in 
the future? A rate case where the 
depreciation must be computed on a 
replacement basis, or where the in- 
vestment must be recomputed in 
terms of the purchasing power of the 
dollar, is interminable. 

The processes of regulation are 
too complicated as they now exist. 
Greater simplicity, not greater com- 
plication, should be our aim. 

Relief can be given, where relief 
is needed, without indulging in for- 
mulas or in theories that may come 
back to haunt us both in the future. 
The answer lies in what is one of the 
fundamental principles of regulation 
—that a utility is entitled to earn 
sufficient to attract money to the 
enterprise. There is nothing sacred 
about a 6 per cent rate of return or 
a 5 per cent rate of return or an 
8 per cent rate of return. The rate 
of return must and should vary de- 
pending upon the necessary and 
logical cost of money computed not 
on any spot basis but over a reason- 
able cycle. As long as the rate of 
return is adequate to attract capital, 
the financial integrity of the utilities 
of this country will be safe. 

(Continued on page 195) 
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Developing Criteria for Effective 


Internal Auditing 


L. P. Hourihan 
General Auditor, Ford Motor Company 


An address before the National Conference of Electric and Gas Utility Accountants, 


URING the past decade, inter- 
nal auditing has attained a re- 
spected position in the scheme 

of management. A large part of the 
credit for reaching this position is 
due to the efforts of internal auditors 
themselves. The manner in which 
internal auditing has been developed 
as a management service by indi- 
viduals engaged in: auditing activi- 
ties has done much in selling its 
benefits to corporate management. 
However, we cannot rest upon past 
accomplishments. The education of 
industrial management in the use of 
the internal auditing function is a 
never-ending project. 

From the standpoint of goods pro- 
duced or services sold to the public, 
the internal auditing organization is 
a non-productive department. The 
auditor does not fabricate materials 
into finished parts, nor sell those 
parts to customers. He does not oper- 
ate power stations, build transmis- 
sion lines, or read meters. In a period 
of business recession or rough ‘com- 
petition requiring the tightening of 
corporate purse strings, he may be 
considered by some managements as 
expendable. However, these are the 
periods when he is needed most. The 
best insurance against this threat of 
expendability is effective perform- 
ance of the internal auditing func- 
tion. 

Internal auditing has often been 
referred to as a profession. When we 
think of the word “profession,” we 
associate with it certain standards of 
practice and ethical principles. These 
standards and principles are funda- 
mental to any profession and must 
be followed if professional status is 
to be maintained. However, internal 
auditing differs from most profes- 
sions in that its services are not 
available to the general public or a 
general class but are performed for 
individual managements of business 
organizations. The requirements of 
each organization differ. 
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Because of these varying require- 
ments, we often hear it said that 
internal auditing cannot be stand- 
ardized, nor be based upon a uni- 
form code of principles. If we are 
thinking only of the detailed ap- 
proach (the particular techniques to 
be employed), this is true. However, 
there are certain broad standards 
and principles which can and should 
be adopted if internal] auditing is to 
be considered as a profession. The 
detailed manner in which the audit- 
ing function is performed can take 
various forms to meet diversified 
business requirements and still fit 
within the broad framework of these 
standards and principles. 

For purposes of this discussion, 
let us consider seven major areas 
which must be recognized if internal 
auditing is to be effective. These 
areas although broad in scope are 
not all inclusive. The basic require- 
ments for efficient and effective inter- 
nal audit performance, regardless of 
the size or type of business enter- 
prise, are: 


1. Ascertainment of audit needs 

2. Organization to perform the 
audit function 

3. Evaluation of staff needs, per- 
formance, and conduct 

4. Determination of type and scope 
of audit coverage 

5. Development of auditing aids 
and techniques 

6. Effective audit reporting 

7. Acceptance 


Ascertainment of Audit Needs 


Each internal auditing organiza- 
tion must be tailored or custom-de- 
signed to meet the audit require- 
ments of the individual business 
which it is to serve. Before a plan 
for effective internal auditing can 
be developed, thorough consideration 
must be given to many factors con- 
cerning the business itself. For ex- 
ample, we must consider the size of 
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the business, the type of industry 
involved, the scope of operations, 
and the company’s over-all organiza- 
tional pattern. Also, the financial or- 
ganization, the accounting system in 
use, and methods of financial report- 
ing must be carefully studied. These 
factors determine, to a large degree, 
the areas requiring audit and the 
extent of auditing necessary. The 
degree of auditing carried out by 
independent public accountants, gov- 
ernmental agencies, or regulatory 
bodies must be appraised if internal 
auditing is to supplement the work 
of these outside groups and if dupli- 
cation of auditing effort is to be 
avoided. 

The relative size of a company 
largely determines its organizational 
pattern and the extent of direct 
supervision of operations exercised 
by top management. As company ac- 
tivities broaden and increase in scope 
requiring greater delegation of au- 
thority and responsibility, the need 
for internal auditing becomes more 
apparent. The internal auditing or- 
ganization can be an important link 
between top management and opera- 
tions at lower echelons as top man- 
agement becomes further removed 
from the detailed operations. Those 
businesses which are least adaptable 
to personal or centralized control, 
because of size or scope of opera- 
tions, are most in need of internal 
auditing. 

An ideal plan for internal auditing 
in a small or medium size company 
operating a single plant would be 
highly inadequate for a large decen- 
tralized organization operating many 
plants over a wide geographical area. 
Many of the features essential to 
good internal auditing in the latter 
type of company would be unneces- 
sary in a single plant operation. 

In addition to relative size, differ- 
ences in types of industry require a 
varied approach to the internal audit- 
ing problem. Areas requiring audit 
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are determined to a large extent by 
the type of industry. The manufac- 
turing organization is greatly con- 
cerned with inventories of materials 
used in the fabrication of a product 
or part. Adequate control and accu- 
rate costing of these materials are 
essential in determining sound pric- 
ing policies which will yield a desir- 
able return on investment and still 
meet competition. 

The public utility company is sell- 
ing services to many classes of cus- 
tomers. The billing function is an 
important area from the standpoint 
of gross revenues and also in main- 
taining satisfactory customer rela- 
tions. These are but two of the areas 
in which the internal auditing ap- 
proach must be different. The inter- 
nal auditing function as performed 
in a manufacturing company, in a 
public utility company, or in a retail 
establishment might each be consid- 
ered very effective internal auditing 
yet would not be adequate or adapt- 
able to the others. 

Although internal auditing is con- 
cerned with many managerial activi- 
ties and problems, it is primarily 
directed toward the areas of financial 
and accounting control. The com- 
plexity of the accounting system, 
methods of financial reporting, and 
the decentralization of financial re- 
sponsibilities and controls are many 
of the features to be considered in 
developing the internal auditing 
function. A careful study of the ac- 
counting system and the organiza- 
tion performing the accounting func- 
tion will indicate those areas in 
which internal auditing can satisfy 
a basic need. For example, in manu- 
facturing operations, internal audit- 
ing should be developed to cover cost 
accounting performance and to re- 
port to top management on the de- 
gree of cost control. 

Decentralization of accounting rec- 
ords and accounting responsibility 
ecall for internal auditing to an ex- 
tent which might not be considered 
necessary if company operations 
were recorded in one set of financial 
records. In a decentralized organiza- 
tion, the various components of an 
operating unit usually receive assis- 
tance from and are under the func- 
tional supervision of central staff 
departments, The degree of super- 
vision exercised and assistance ren- 
dered should be considered. It should 
be borne in mind that because of its 
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functional] relationship, the central 
staff department does not have the 
unbiased viewpoint of the internal 
auditor. The existence of accounting 
manuals prescribing policies and 
procedures to be followed and the 
degree of compliance required with 
respect to such procedures are other 
fields to be reviewed in considering 
internal auditing requirements. 

Most companies today employ in- 
dependent public accountants. The 
public accountant makes an indepen- 
dent evaluation of the company’s 
financial condition for the benefit of 
company management and for the 
investor. To fulfill this obligation 
and maintain his professional repu- 
tation, the public accountant must 
comply with certain standards and 
principles, and must perform certain 
auditing procedures, some of which 
May be prescribed by governmental 
regulations. 

The extent of auditing performed 
by the independent public accoun- 
tant is an important factor to con- 
sider in developing an internal audit 
program. In a large company operat- 
ing a number of plants, or a number 
of different sales or accounting of- 
fices, the usual procedure emploved 
by independent public accountants 
is to review operations at the various 
locations on a rotating basis. Some 
plants and offices may be visited by 
the public accountant only once in a 
three or four year cycle. 

In such cases, internal auditing 
can serve as a valuable supplement 
to the work of the public accountant. 
Frequently, it is a determining fac- 
tor in the public accountant’s devel- 
opment of his own program of exteat 
and scope of audit coverage. A co- 
ordination of auditing activities to 
obtain maximum coverage and avoid 
duplication of effort works to the 
advantage of both audit groups. 


Auditing Department Organization 


Having ascertained the need for 
internal auditing, an organization 
must be planned to meet this need. 
The importance of the internal audit- 
ing function in relation to company 
management is the first point of con- 
sideration. In a great many com- 
panies (particularly the larger organ- 
izations) the auditing department is 
accorded recognition commensurate 
with its responsibilities. Yet there 
are still too many companies where 
the internal auditing function is car- 
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ried on at a level which handicaps 
or prohibits effective performance. 
Effective internal auditing cannot be 
carried out where the internal audit- 
ing department is subordinate to the 
activity being audited. 

There is no definite spot on the 
organization chart which can be pre- 
scribed as the ideal location for 
the auditing department. However, 
the department’s organization status 
must be high enough to guarantee 
freedom of access and freedom of 
opinion. Unfortunately, some chief 
auditors report to the general ac- 
countant or an accounting super- 
visor, organizational levels where 
freedom of access and freedom of 
opinion do not prevail. Others report 
to the board of directors, or at vari- 
ous organizational levels between 
these two extremes. 

The effectiveness of the internal 
auditing function is closely related 
to the chief auditor’s level in the 
company organization. For this rea- 
son, his position in the organiza- 
tional scheme should be clearly 
stated and his reporting responsibil- 
ity definitely established. The person 
to whom the chief auditor reports— 
whether it be the controller, the trea- 
surer, the vice president, the presi- 
dent or the board of directors—is not 
as important as the fact that he be 
in a position to exercise indepen- 
dence in the performance of his 
duties. 

To be independent, the auditor 
must be concerned only with the 
function of auditing. Too many audi- 
tors are still burdened with duties 
and responsibilities which are more 
clearly defined as line operations. 
The auditor should be completely 
free from all routine operations 
which require his day-to-day atten- 
tion. He cannot perform accounting 
functions and at the same time eval- 
uate accounting performance. 

Frequently auditors are placed in 
the dual role of performing internal 
auditing functions and writing ac- 
counting policies and procedures. 
While certain advantages may be 
gained from this type of arrange- 
ment, it infringes upon the indepen- 
dence of the auditor. His knowledge 
of the company’s problems is of ex- 
treme value in prescribing policies 
and procedures but should be utilized 
in the capacity of a consultant. If the 
auditor is held responsible for the 
development and installation of pro- 
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cedures, he cannot appraise the re- 
sults of his own efforts in a detached 
and impartial manner. All of us are 
reluctant to criticize ourselves, and 
as one of the internal auditor’s duties 
is the constructive criticism of pol- 
icies and procedures, he should be a 
free agent in performing this impor- 
tant part of this function. 

Proper organization is important 
within the internal audit department 
itself. The size of the auditing de- 
partment should determine the type 
of organization necessary. In a large 
company, the general or chief audi- 
tor cannot personally supervise all 
auditing activities. He must appoint 
supervisors to assist him in perform- 
ing his functions. The duties and 
responsibilities of these supervisors 
should be clearly defined. Their areas 
of jurisdiction should be definitely 
established. The entire department 
should be organized on an orderly 
basis so as to gain full utilization of 
employees’ time and to provide maxi- 
mum efficiency of operation. 


Evaluation of Staff Needs 


Those who work for companies 
having a budgetary system of cost 
control know the importance of care- 
fully surveying audit needs to deter- 
mine personnel requirements. There 
is no formula for determining audit 
personne] requirements. Initial re- 
quirements must be on the basis of 
an estimate of current needs and 
then adjusted on the basis of experi- 
ence. But more important than num- 
bers is the quality of personnel. In 
spite of all of our technological ad- 
vancements, man continues to be the 
most important industrial or busi- 
ness machine. The performance of 
any function whether it be in our 
plants, in management, or on our 
audit staff depends on the ability of 
people to carry on their assigned 
duties. 

There are various methods of se- 
lecting auditing personnel presently 
being used by our large industrial 
organizations. One large manufac- 
turing company considers auditing a 
career. Replacements for the audit 
staff are selected from within the 
company and are men who have held 
good positions. Their knowledge of 
the company’s affairs, policies, and 
procedures is considered a necessary 
qualification for the internal audit- 
ing department. Placement on the 
audit staff is usually a promotion. 
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Consequently, salary levels are higher 
than would be found in most internal 
auditing departments. In this man- 
ner, a very high type of internal 
auditor is acquired. 

Other companies use internal au- 
diting departments as a training 
ground for future supervisory per- 
sonnel. This method has merit in 
that, through his experience as an 
internal auditor, the employee ob- 
tains a broad view of the company’s 
operations and gains experience 
which makes him adaptable to many 
different positions. However, the use 
of this method benefits other com- 
pany departments at the expense of 
the auditing department. 

Perhaps a preferable method is a 
combination of these two. That 
method would maintain on the audit 
staff a nucleus of older experienced 
men who might be considered career 
auditors and have the remainder of 
the staff consist of younger men hay- 
ing varying degrees of experience 
and who are available to take posi- 
tions of responsibility elsewhere in 
the company when the opportunity 
arises, 

Regardless of the manner in which 
personnel is selected, the perform- 
ance of the auditing function is de- 
pendent upon the quality of that 
personnel. The general auditor or 
chief auditor, except in a small com- 
pany, cannot perform the audit func- 
tion alone. He must have assistants 
and, as in any position of responsi- 
bility, must place considerable reii- 
ance upon the work of his staff. 

If the size of the auditing depart- 
ment requires the use of audit super- 
visors, great care must be exercised 
in the selection of individuals to fill 
these positions. The supervising 
auditor should have broad experi- 
ence. He should have the proper per- 
sonality and ability to administer 
and direct the performance of others. 
He must have the ability to express 
himself clearly through both the 
spoken and written word. These same 
qualifications should be sought when 
obtaining staff auditors but it should 
be recognized that they may not 
qualify as supervisors or cannot ful- 
fill some of the other requirements of 
a supervisory position without addi- 
tional experience. 

First of all, an auditor must have 
a good understanding of accounting 
principles. He must possess an ana- 
lytical mind and a high degree of 
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judgment. He must be courteous and 
tactful in his dealings with other 
people because internal auditing can- 
not be effective through the efforts 
of the auditor alone. To achieve the 
desired results, the cooperation and 
understanding of those being audited 
is necessary. We do not audit books 
and records; we audit the people 
responsible for maintaining these 
records. Internal auditing involves 
criticism and no individual likes to 
be criticized. The auditor must have 
the ability to gain the confidence of 
those being audited. He must phrase 
his criticism in a constructive man- 
ner and convey the impression that 
he is assisting those being audited to 
perform a better job, rather than 
coldly criticizing their performance. 

No specific educational requirc- 
ments can be prescribed for internal 
auditors. In these times college de- 
grees are desirable for most positions, 
and yet they may not be essential. 
Much depends upon the individual 
himself. Some accounting education 
is necessary. Regardless of educa- 
tional background, the auditor should 
continue his education in the field of 
accounting and auditing while on the 
job. Some of the larger companies 
hold regular or occasional staff meet- 
ings, provide training courses for 
auditors, or underwrite the taking of 
night courses at colleges and uni- 
versities. Others provide on-the-job 
training through the rotation of per- 
sonnel from one type of company 
operation to another and by a rota- 
tion of auditors between supervisory 
groups. A good senior auditor is the 
best teacher for educating the junior. 

Internal auditors should be kept 
fully informed as to company person- 
nel policies. They should know the 
specifications of their jobs and the 
salary ranges applicable to various 
grades of auditors. They should have 
a clear understanding of the depart- 
ment’s policies regarding training, 
promotions, travel, etc. 

To retain an audit staff of the de- 
sired quality requires constant eval- 
uation of staff performance. There 
are several measurements which may 
be used in this evaluation. How well 
does the senior auditor plan and ad- 
minister the audit? Can he adhere to 
predetermined time schedules? Does 
he exercise judgment in conducting 
the audit and classifying his find- 
ings? Is he able to express his find- 
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ings in a logical and understandable 
manner? 

Regular reviews should be made of 
the auditor’s progress in the art of 
human relations —his relationships 
with other people throughout the or- 
ganization, the manner in which he 
directs those under his supervision, 
and the contribution he makes to 
their progress and development. Pe- 
riodic performance reviews should be 
made of auditing personnel to deter- 
mine when they are ready to assume 
heavier responsibilities. 


Scope of Audit Coverage 


Effective internal auditing cannot 
be accomplished on a hit-or-miss 
basis. A plant of audit coverage must 
be developed and adhered to as 
closely as possible. The plan must 
not be too rigid. It should be flexible 
enough to meet changing conditions 
and handle unforeseeable assign- 
ments. It can do this and still fit 
within the broad framework of ac- 
ceptable standards for good internal 
auditing practice and administration. 

A plan of internal audit coverage 
must have definite objectives. These 
are often found in the statement of 
functions describing the duties and 
responsibilities of the general audi- 
tor or the auditing department as a 
component of the corporate organi- 
zation. If not already in existence, 
such a statement should be prepared 
and the audit objectives should be 
clearly stated. 

In planning audit coverage to meet 
these specified objectives, primary 
consideration must be given to the 
company’s audit needs and the inter- 
ests of company management. The 
approach to the auditing problem 
must be based upon the type of in- 
dustry involved and the organiza- 
tional structuré of the company. In 
a centralized form of organization 
maintaining one set of financial re- 
cords, it would be highly inefficient 
to make a complete audit of the oper- 
ation as at a given date. Complete 
audit coverage would be better at- 
tained over a relatively long period 
of time by a series of feature audits, 
each covering a specific phase of the 
operation. A different approach would 
be more desirable in a decentralized 
operation having many plants, each 
an accounting entity in itself, spread 
over a wide geographical area. In 
such a case, a responsibility type 
audit would be preferable; that is, a 
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complete audit of all operations 
which are the responsibility of local 
management. 

Effective internal auditing cannot 
be measured in dollars. Its benefits 
should not be presented to manage- 
ment on the basis of actual dollar 
recovery resulting from the auditor’s 
finding of billing errors, expense 
charges which should have been 
billed, or insurance recoveries based 
on the auditor’s disclosures of de- 
falcations. The primary objective of 
effective internal auditing should be 
to prevent such occurrences, rather 
than to find them after they have 
occurred. 

Preventive auditing may be likened 
to preventive medicine which has 
done far more for humanity than all 
the cures that have been effected 
after the disease or ailment has been 
diagnosed. Industry spends vast sums 
for maintenance of plant and equip- 
ment even though the properties are 
presently in working order, because 
it has been proven many times that 
preventive maintenance is economi- 
cally sound. 

Proper administration of internal 
auditing requires that audit coverage 
be planned and scheduled in advance. 
A definite program of audit cover- 
age should be scheduled over a 
given period of time, but it must 
be recognized that no preplanned 
schedule can be followed exactly. 
Special examinations or investiga- 
tions often interfere. Conditions en- 
countered in regular examinations 
result in greater time being required 
to perform the work than originally 
anticipated. These and similar fac- 
tors necessitate the revision of the 
audit schedule from time to time. In 
spite of many revisions, however, the 
schedule will still be of considerable 
aid in meeting audit objectives. 

A planned schedule of audit con- 
tributes to the auditing function in 
still another way. It establishes a 
definite program of work assignments 
to be recognized not only by the au- 
diting department, but also by other 
company components. An auditing 
department must constantly guard 
against special assignments. 

Since auditors do not perform line 
functions which follow a_ daily, 
weekly, or monthly pattern, they may 
be looked upon as handy men. They 
may be asked to substitute for line 
employes, or to perform a hundred 
different tasks which are not a part 


June, 1953 


of the audit function and should be 
performed by others. The burden of 
performing such duties can result in 
the audit function becoming ineffec- 
tive, or even nonexistent. A planned 
audit schedule, recognized by the 
rest of the company organization, 
acts as a safeguard against nullifica- 
tion of the internal auditing program. 

Frequency and intensity of audit 
cannot be prescribed in a general 
manner. They vary between different 
types of industry and company or- 
ganizational patterns. Frequency and 
intensity of audit must be based upon 
the same factors which were consid- 
ered in ascertaining audit needs. 
These factors are the extent of audit- 
ing done by independent public ac- 
countants or by others at different 
organizational levels in the company, 
the degree of internal contro] exis- 
tent in the accounting system, and 
the effectiveness of performance of 
their duties by those being audited. 

Audit time should be budgeted and 
time records should be maintained by 
the auditing department. These re- 
cords can be of great assistance in 
preparing, for management approval, 
the auditing department’s budget for 
the succeeding year. Time records 
should be continuously reviewed as 
they may indicate possible ineffi- 
ciencies in the utilization of audit 
time. These records may show areas 
of nonproductivity and wasted effort 
and are useful in evaluating perform- 
ance of audit personnel. Such re- 
cords are essential to the preschedul- 
ing of audit coverage. 


Developing Audit Aids 


One of the most effective aids to 
good internal auditing performance 
is an audit manual. A properly pre- 
pared audit manual can serve many 
purposes. It should describe the func- 
tions and objectives of the internal 
auditing department and clearly state 
the department’s general policies and 
procedures. The manual should con- 
tain a fairly detailed description of 
the department’s functions, its or- 
ganization, and its relationship to 
other company components. Basic 
audit programs should be a part of 
the manual, together with instruc- 
tions relative to the administration 
of an audit assignment, the prepara- 
tion and use of working papers, and 
the philosophy and form of report 
writing. The manual should cover 
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such administrative matters as sub- 
mission of time reports, reimburse- 
ment of traveling expenses, etc. 

In summary, the manual should be 
so developed that a new employe 
upon reading it will be fully cogni- 
zant of the department’s purposes, 
policies, and practices. He should be 
able to learn from the manual what 
he may expect from the department 
and, in turn, what the department 
may expect from him. 

There are many pros and cons rel- 
ative to the use of audit programs. 
The increased use of audit programs 
is indicative of their acceptance as 
an aid to good auditing practice. 
They should never be used as regu- 
lations prescribing exactly how the 
audit should be conducted, or the 
exact nature and extent of audit 
coverage. Audit programs have been 
justifiably criticized because of such 
use. 

Programs must be elastic. They 
should stretch or contract to fit the 
needs of particular audits in accord- 
ance with the judgment of the audi- 
tor. Audit programs assist in provid- 
ing uniform audit coverage and are a 
means of fixing audit responsibility. 
They guard against auditing being 
performed on the basis of the inter- 
ests and dislikes of the particular 
auditor. Audit programs provide an 
excellent basis for supervisory re- 
view and, properly used, serve as a 
valuable training aid for new em- 
ployees. To be of maximum use, audit 
programs must be constantly re- 
viewed as to their adequacy and 
adaptability. They must be kept cur- 
rent with changing requirements and 
conditions. 

Working papers should be consid- 
ered as an aid to auditing—not as a 
result thereof. Carefully prepared 
working papers serve as documen- 
tary evidence in support of the audit 
report. They are essential to ade- 
quate supervisory review and are 
helpful in planning the work of suc- 
ceeding audits, The volume of work- 
ing papers does not necessarily mea- 
sure the effectiveness of the audit. 
Much time and effort are often 
wasted in preparing unnecessary 
working papers which add little in 
support of the actual verification 
work performed and are, for the most 
part, duplicates of information con- 
tained in accounting records. 

Auditing procedures are 
upon various 


based 
auditing techniques. 
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The technical application of audit 
steps varies as widely as areas to be 
audited. The good auditor develops 
many of his own techniques. They 
should not be copyrighted, but 
should be incorporated in the audit 
program for the benefit of others to 
promote greater efficiency in audit 
performance. 

To effectively administer his duties, 
the chief auditor must continually 
conduct a program of research in the 
development of auditing procedures 
and techniques. Auditing practices 
are governed to a large extent by ac- 
counting policies and procedures. A 
review of accounting procedures can 
well be the basis for the development 
of practical auditing procedures and 
techniques. 

The chief auditor must continually 
keep abreast of developments in both 
accounting and auditing procedures 
and in advancements and trends in 
the practice of each. This knowledge 
must be systematically passed on to 
the audit staff since their perform- 
ance is dependent upon their being 
currently informed. As a further aid 
to effective auditing, the chief audi- 
tor should be continually carrying on 
a program of research in discovering 
new areas where internal auditing 
can be of service to management. 


Effective Audit Reporting 


The importance of reporting as a 
part of effective internal auditing 
cannot be overemphasized. All of the 
effort exerted in following a sound 
plan for internal auditing and per- 
forming, to a high degree, the inter- 
nal auditing function can be com- 
pletely wasted through the issuance 
of a poor audit report. Managements 
are usually not too concerned with 
the auditor’s methods of approach, 
the scope of his audit program, or 
the auditing procedures followed in 
conducting the examination. They 
are concerned, however, with the end 
result of this work and that end re- 
sult is set forth in the auditor’s 
report. The quality of the auditor’s 
work is judged by his report. 

The reports should be addressed 
to the individual to whom the chief 
auditor reports. Copies should be dis- 
tributed to those persons having an 
interest in the subject matter, and 
who are in a position to use the data 
contained therein. 


The auditor’s report should be dis- , 


tinctive in appearance. The format 
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should be of a type which prevents 
the report being filed with regular 
memoranda or other data, resulting 
in its being lost from view. The text 
of the report should be prepared on 
good quality paper and reproduced 
in a manner which will preserve its 
legibility. Distinctness may be 
achieved by enclosing the report in a 
cover or binder with proper title and 
designation to clearly indicate its 
character. A numbering system can 
be used to advantage for ready refer- 
ence and follow-up. 


Audit reports must be written to 
satisfy the interests of people at dif- 
ferent. levels of management. At 
times this is difficult to accomplish 
and may necessitate the briefing of 
audit comments for top manage- 
ment’s consumption, or more detailed 
writing for operational use. The in- 
terests of the reader, in any event, 
are paramount when considering the 
subject material. 

Above all, audit reporting must be 
factual. The internal auditor cannot 
risk discredit through the inclusion 
in his reports of any criticism or 
comment not based on factual data. 
His comments must be objective. 
There must be a reason for each sub- 
ject covered, and his recommenda- 
tions must be capable of practical 
application. 

Good audit reporting must be un- 
biased. It should never be vindictive 
and, if for general distribution, must 
not deal in personalities. If the audi- 
tor finds it necessary to report on 
matters of a personal nature, such 
reports should be addressed to the 
proper individuals and kept on a coa- 
fidential basis. 

Many audit reports lose their effec- 
tiveness by including comments per- 
taining to minor clerical errors and 
omissions. Management and super- 
vision are not interested in these 
minor human errors, or isolated in- 
stances of incorrect accounting prac- 
tices. Such items should be included 
in a report only to the extent that 
they indicate a general condition of 
laxity in accounting performance, or 
lack of quality in personnel. Many 
such items, which might tend to 
clutter up an audit report, can be 
brought to light and the same results 
obtained if such matters are dis- 
cussed with supervision of the or- 
ganization being audited. Audit re- 
ports must be critical, but such 
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criticism should always be presented 
in a constructive manner. 

The report must be orderly. Find- 
ings must be arranged in a logical 
sequence, and the writing should be 
clear and concise. Long and seldom- 
used words should be avoided. Ac- 
counting terminology should be ex- 
plained if it is felt that the reader 
will have difficulty in grasping the 
desired meaning. The interest of the 
reader must be held. One sure way to 
lose reader interest is to use long 
discourses describing in too much de- 
tail the audit findings or expounding 
on accounting principles. The report 
must be stimulating to receive proper 
attention as it is only through re- 
ceiving proper attention that the de- 
sired results can be achieved. 

Prior to formal issuance of the 
audit report, all findings should be 
reviewed and discussed with repre- 
sentatives of the audited organiza- 
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tion. An audit conference of this type 
serves two important purposes. It 
safeguards the auditor against mak- 
ing statements which, through mis- 
understanding, are not based on 
factual data. Also, the conference 
discussion results in better under- 
standing by audited personnel of the 
conditions reported. 


Acceptance 

Acceptance is the criteria by which 
we determine whether or not our in- 
ternal auditing effort is successful. 
In internal auditing circles, we have 
heard a great deal of the term ‘“Man- 
agement Acceptance.” As a criteria 
for determining effective internal 
auditing, acceptance covers a broader 
field than just that ‘of management. 
Management acceptance may be the 
most important since management 
carries the top responsibility for all 

(Continued on page 209) 


Public Relations’ Priceless Ingredients 


(Continued from page 179) 


the many factors involved—a way 
which was indicated years ago by 
Preston Arkwright, President of the 
National Electric Light Association, 
when he advised us to be “neighbors 
wherever we serve.” I would like to 
strengthen that for today’s world, be- 
cause we have found to our sorrow 
that there are all kinds of neighbors. 
We must be good neighbors wherever 
we serve, 

Last year the Pacific Gas and Elec- 
tric Co. was the winner of the most 
coveted award available to an electric 
company in the United States—the 
Charies A. Coffin Award—an award 
made annually for the most dis- 
tinguished contribution to electric ser- 
vice. The public relations policy of 
that company was an extremely im- 
portant factor in the winning of the 
award. After getting these notes to- 
gether I was prompted to review what 
that company has to say about its 
public relations and its public’s reac- 
tion. Let me quote some excerpts: 

“Pacific Gas and Electric Co. enjoys 
good public relations throughout its 
service area and elsewhere. This asset 
is attributed to a precept PG and E 
accepted long ago as axiomatic—public 
relations is what you do, not what you 
say. 

“Down through the years PG and E 


has learned that good public service 
produces good public relations. The 
fundamentals are maintaining efficient 
and courteous service at reasonable 
rates and vigorously playing the role 
of good citizen in the communities 
served. 

“To its employees PG and E’s man- 
agement is constantly stressing the 
truism that customer relations and 
public relations are virtually synony- 
mous in the utility business, because 
nearly all the public are customers. 
The company’s 17,450 employees feel 
that they are on the public relations 
team, that they all meet the public in 
one way or another in their jobs, and 
that the company is judged by the 
way they do their jobs and, in the case 
of key employees particularly, also by 
their participation in community life. 

“The biggest impact and the most 
lasting impression PG and E makes 
with the public are determined by the 
interest of these employees in the cus- 
tomers, by their efficiency, their 
courtesy, and their spirit in giving 
good service. 

“The company takes an active in- 
terest in the welfare, the growth and 
the development of the communities 
it serves, and in the area as a whole, 
because what’s good for the state is 
good for the company. 
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“Thus PG and E has demonstrated 
repeatedly that good citizenship is 
good business too. The state’s welfare 
and the company’s welfare are inter- 
woven. 

“Dividends from the company’s good 
public relations are customer satis- 
faction, public appreciation, and faith 
of investors. Combined, they give the 
public support essential for success in 
such matters as financing and build- 
ing an unprecedented expansion pro- 
gram and aggressively resisting the 
encroachment of government on the 
power business in California. 

“In keeping with the company’s 
public relations creed—it’s what you 
do, not what you say—the company’s 
news bureau assiduously sticks to 
news, as opposed to mere publicity, in 
its operations. The results are the re- 
spect of editors for PG and E news 
releases, a good run of company news 
and a favorable press.” 

There is one thing missing from 
these quotations—and from the com- 
pany’s exhibit—and that was any men- 
tion of the company’s leadership. 
Nevertheless, this company’s record 
is striking evidence that the “good 
neighbor,” the ‘good citizen,” policy 
of electric companies which produces 
good public relations rests in the final 
analysis on the character of the com- 
pany’s management. It is a truism, 
sometimes overlooked, which young 
people who may aspire to managerial 
posts shculd ever keep in mind. I can- 
not stress this too much. Boards of 
Directors in choosing their operations 
heads should make ability to be a good 
neighbor a major consideration of se- 
lection. We all know from our own 
observation that many an important 
corporation is subject to public ap- 
proval, disapproval, or indifference 
largely as a result of public evaluation 
of the top manager. 

If he is a man of that invaluable 
quality, character; if he demonstrates 
determination and capability in carry- 
ing out company, community, and na- 
tional responsibilities in the best inter- 
ests of all concerned, he is a good and 
constructive neighbor of the finest 
caliber, with a direct influence on pub- 
lic sentiment regarding himself and 
his organization. 

Further—following the old adage in 
which like attracts like—others who 
admire and follow his precepts will be 
drawn to the organization he heads, 
and the example he sets will have far- 
reaching effects on everyone he leads. 
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What Is the Correct Approach in Dealing with 
Escalation and Progress Payments? 


Purchasing Agent, Alabama Power Company 


George H. Cole 


Report of a Project Committee of the EEI Purchasing and Stores Committee, presented before the 
Purchasing and Stores Committee, Detroit, Mich., May 5, 1953 


TUDY of escalation and progress 

payments brings a greater reali- 

zation of the major importance to 
our organizations of mutual under- 
standing between sellers and buyers 
of properly applicable conditions of 
seller-buyer transactions, particularly 
for sizeable purchases. There are 
rather wide differences of opinion to 
be reconciled. These problems, al- 
though by no means confined in scope 
and interest to purchasing depart- 
ments and the selling organizations 
with whom they deal, emphasize the 
increasingly important position of the 
purchasing and materials management 
functions in the conduct of modern 
business. Certainly no part of an or- 
ganization is in better position to 
carry the ball and to reconcile dif- 
ferences in these matters than that 
part responsible for conduct of the 
purchase negotiations. 

In the public utility field, there is a 
fine reputation for mutual cooperation 
and fair play between those respon- 
sible for purchasing and scheduling 
material requirements and those re- 
sponsible for the selling policies and 
practices of the suppliers of the mate- 
rials. I am confident, therefore, that 
in due time more mutually acceptable 
bases will be developed for dealing 
with price adjustment on orders where 
cost conditions are unforeseenly and 
more than normally changed during 
the processing of the order and where 
financing production involves long 
periods of engineering and manufac- 
turing expense. 

Certainly at this stage it is recog- 
nized that many more discussions are 
needed before we can hope to reach 
a logical basis of escalation and prog- 
ress payments reasonably acceptable 
to both sellers and purchasers in the 
utility field. It is surprising that as 
important and involved as these ques- 
tions are, to date the approach has 
been principally through individual 
negotiation of the seller and buyer or- 
ganizations with comparatively lim- 


ited effort to establish uniform prac- 
tices generally acceptable to both. In 
discussion with representatives of sel- 
ler organizations, I have found, how- 
ever, that they are just as anxious as 
we are to establish a sound and accept- 
able basis for conduct of transactions 
where questions of price adjustments 
and financing production are involved. 

In our approach to these problems, 
let us first review some American his- 
tory of pricing practices and terms of 
payment, then discuss separately our 
purchasing difficulties and suggestions 
for changes in quotations involving 
both escalation and progress pay- 
ments. I will conclude with a few 
suggestions as to the purchaser’s posi- 
tion or approach. 


Changes in Quoting Practices 


In our private enterprise system, it 
was the general practice prior to the 
adoption of the NRA Code in 1933 to 
quote firm prices on materials and 
equipment and for the manufacturer 
to finance production. Terms of pay- 
ment provided for payment after 
established delivery to buyer or com- 
mon carrier. There were some excep- 
tions, including some metal quotations 
for future delivery and including con- 
trol of certain prices during World 
War I. In some cases buyer organiza- 
tions elected to finance or partially 
finance suppliers in order to improve 
supply position, and in some such cases 
price was left open pending the de- 
velopment of cost information. 

But by far the majority of transac- 
tions for manufactured materials were 
on a firm price basis with payment 
after possession by the buyer. As late 
as January, 1948, the National Indus- 
trial Conference Board’s report on 
“Industry’s Terms and Conditions of 
Sale” makes no reference to the ask- 
ing of advance or progress payments 
by equipment manufacturers as regu- 
lar practice. On labor and material 
contracts with work performed on the 
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premises of the buyer, it has been the 
general practice for the buyer, par- 
ticularly in connection with jobs of 
considerable duration, to make prog- 
ress payments on the basis of mate- 
rials delivered and work performed. 
Some comparison with this practice 
has been made in the asking of prog- 
ress payments on heavy equipment. 
There is a big difference in that the 
buyer has possession and title to mate- 
rial and work performed in instances 
of progress payments on labor and 
material contracts. 

The fact that escalation conditions 
and progress payments were not gen- 
erally asked prior to 1933 is not of it- 
self conclusive that such conditions 
are not justified at this time. There 
have been fundamental changes in 
business practices to meet changed 
conditions. Examples are the estab- 
lishment of multiple basing points for 
pricing steel in lieu of the Pittsburgh 
Plus system and the practices of manu- 
facturers in quoting uniform destina- 
tion prices in some cases and variable 
destination prices according to zones 
in other cases as compared to earlier 
practices of usually quoting f.o.b. fac- 
tory or with actual freight added in an 
f.o.b. destination quotation. These 
practices are accepted and generally 
considered desirable from the stand- 
point of uniformity in pricing. There 
have been occasions that many of us 
have felt that we were unduly dis- 
criminated against by not being in a 
lower cost zone. Some of the inequi- 
ties have been adjusted as conditions 
justified this. 

There is position for the contention 
of some manufacturers that firm 
prices, particularly on long-term com- 
mitments, have not been operated on 
an entirely fair basis from the stand- 
point of the seller. When prices ad- 
vanced, the buyer has been protected 
against the advance, but when prices 
declined, there has been pressure on 
the seller to establish prices on exist- 
ing contracts as low as those on new 
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contracts to protect future business 
position. 

A few years back, and still so in 
many cases, the purchase order was 
considered the document usually gov- 
erning conditions of a purchase con- 
tract. When the seller objected to any 
of these conditions, he would ask a 
waiver. In recent years there has been 
widespread practice on the part of 
seller organizations to stipulate on 
quotation and acknowledgment forms 
that conditions set forth by seller su- 
persede any conditions set forth by 
the buyer. There have been some in- 
stances where sellers have asked the 
buyer to sign a set of conditions super- 
seding those on the purchase order. In 
some cases the buyers have retaliated 
by a similar condition on their pur- 
chase orders stipulating that irrespec- 
tive of seller conditions, no variation 
of the purchase order is to apply un- 
less agreed in writing by an author- 
ized representative of the buyer. In 
such conflict there is legal opinion that 
there is no legal contract, and this 
brings up the question as to prefer- 
ence for no legal contract or contract 
on the seller terms. 

We cannot blame the sellers too 
much for their steps to void some 
buyer conditions, for some of the pre- 
scribed conditions have been imprac- 
tical, such as the condition on most of 
our orders that the order is subject 
to cancellation unless shipment is made 
as specified. What supplier can coor- 
dinate outside material requirements 
and internal operations so as to guar- 
antee shipment, particularly of spe- 
cial built equipment, on a reasonably 
close date? However, I think we buy- 
ers, from a legal viewpoint, are losing 
ground in letting the selling organiza- 
tions take too much of the initiative 
away from us in establishing condi- 
tions of purchase contracts, the nego- 
tiations for which are opened by the 
purchasing department. We should 
guard against this trend. 


Escalation 


Wherever practical, most buying or- 
ganizations prefer prices firm against 
increases. This provides a sounder 
basis for planning, and, from the seller 
point of view, when plans can be made 
on a reasonably definite basis, there 
are likely to be more plans made and 
this makes more markets. Prices rea- 
sonably protected against increase are 
an influence for stabilization as 
against inflation. In recent years there 
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have been more than usual unforesee- 
able production costs. We buyers rec- 
ognize the justification of some price 
adjustment provisions on orders where 
the element of uncertainty is consid- 
erably more pronounced than norm- 
ally. We even agree that it is prefer- 
able to have a conservative price ad- 
justment condition than a mark-up in 
price to provide for unusual contin- 
gencies. But there is risk in business 
transactions in so-called stable times 
or otherwise. If price-adjustment 
clauses have been introduced as a 
means of protecting the manufacturer 
against undue risk, why should the 
entire risk be transferable to the cus- 
tomer? Considering the variety of 
price adjustment clauses that have 
been in use, it is a compliment to sell- 
ing organizations in the utility field 
that there has been so little abuse by 
manufacturers in applying them. 

But all of us have had occasion to 
raise some question when the exercise 
of such a clause appeared to offset a 
bad calculation, to cancel a competitive 
position of advantage to the buyer, to 
establish a better profit ratio, or sim- 
ply was out of line with basic cost in- 
creases for the period of the order. 
Some selling organizations have ap- 
parently assumed that price in effect 
as of date of shipment means estab- 
lishment of price at time of shipment 
without relating to quotation. There 
have been of billing the 
maximum escalation even when rela- 
tive cost conditions did not justify 
such a change. We have had occasion 
to feel that a higher price in a delay 
period was imposed when the delay 
could reasonably be considered the re- 
sponsibility of the manufacturer. 
There have been other occasions when 
a price increase put into effect near 
completion of a piece of equipment is 
applied to the entire equipment. Un- 
der pricing systems firm against in- 
crease, price increases apply to neither 
the completed or uncompleted portions 
of existing orders. 

Prior to the Korean outbreak, we 
appeared to be getting into more 
stable, largely firm pricing conditions. 
Lately escalation quotations have in- 
creased and with wider limits in many 
cases. For a time, price increase 
clauses of many larger manufacturers 
(and some still continue the practice) 
were tied to Department of Labor or 
other indices which gave them some 
relation to actual cost increases. These 
conditions are somewhat complicated 


occasions 


June, 1953 


to execute and in some cases they did 
not fairly reflect manufacturing cost 
increases in that the manufacturing 
period was in the later months of the 
index period while a lower average 
was applied by covering the entire or- 
der period. Many price adjustment 
clauses generally quoted today do not 
have any tie to cost increases after 
booking the order, and there is wide- 
spread feeling among buyers that such 
clauses are wide-open for abuse. Both 
manufacturers and buyers should de- 
vote study to wording such clauses for 
escalation, if considered necessary, to 
be tied more closely to unforeseen cost 
increases. The following clause sug- 
gested by Mr. A. C. Bull to the Public 
Utility Buyers’ Conference, NAPA, 
in 1947 merits consideration: 

The prices herein shall be subject 
to increase or decrease to cover any 
changes in material or labor costs, 
or both, from those prevailing at 
the date of this order to those effec- 
tive when the material is shipped, 
but only to the extent that these 
cost changes may have affected the 
manufacturer’s total expense in fur- 
nishing the materials called for in 
this order. In no case shall the 
price increase or decrease exceed 

. per cent. 

In his latest textbook on Industrial 
Purchasing, Dr. Howard Lewis, of 
Harvard, says that a buyer who ‘uses 
escalator clauses must remember that 
one legal essential to any enforceable 
contract is that it contain either a 
definite price or a means of arriving 
at one. He further brings out that 
the clause, “The prices and terms shall 
be as shown in the company’s current 
price sheet and as established from 
time to time by the company,” has 
been held to be unenforceable. If the 
good doctor is right, and he usually 
is, this would appear to void the le- 
gality of price adjustment clauses cur- 
rently quoted by large portions of the 
steel and copper industries, as well as 
by many others. 


It is obvious that while we buyers 
advocate prices firm against increase 
in all reasonable circumstances, we 
are more concerned with the abuse 
than the use of escalator provisions. 
Leading suppliers in the utility field 
have a large influence on quoting prac- 
tices used in various fields. In the 
interest of stability and control of 
abuses, it is recommended that the fol- 
lowing questions be given serious con- 
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sideration by leading suppliers and 
purchasers of utility materials: 

1. If escalation practices must be 
or are appropriate to be contin- 
ued to protect against risk of cost 
increase, shouldn’t such condi- 
tions be eliminated on all except 
long-term delivery quotations 
where the risk of unforeseen cost 
increase is more than normal? 

2. Shouldn’t the manufacturer in 
cases of price increase in a delay 
period recognize more readily re- 
sponsibility for delivery prom- 
ise? 

3. On items partially manufactured 
when prices increase, shouldn’t 
there be due allowance for the 
portion manufactured prior to 
the effectiveness of the price in- 
crease? 

4. Shouldn’t price increases be more 

definitely tied to cost increases? 

5. Shouldn’t there be a conservative 
upper limit on any price change 
provision, based upon calculation 
of more risk than is involved in 
conditions of firm price quota- 
tions? 


Progress Payments 


Of the two questions considered in 
this paper, by far the more serious one 
and the one for which it appears more 
difficult to establish mutually accept- 
able seller and buyer positions is the 
question of progress payments. I have 
found selling personnel generally in 
accord that there should be more 
definite agreement as to transactions 
subject to price adjustment and that 
where escalation is considered neces- 
sary, there should be definite limits 
with due consideration of cost and risk 
factors. But there is more difference 
of viewpoint among buyers and sellers 
as to progress payment terms, and the 
increased pressures for such payments 
represent radical departures from 
practices of the past, which may have 
far reaching effect on our business 
and business conduct. 

The tremendous increases in gov- 
ernment purchases for World War II, 
the Korean War, and the Atomic 
Energy Commission have undoubt- 
edly had much influence on the mount- 
ing requests for progress payments. 
In many instances government agen- 
cies have preferred to make payments 
in advance of shipment rather than 
turn back portions of appropriations. 
On the other hand, utilities are con- 
fronted with fund raising and outlays 
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for major construction long in ad- 
vance of use. They have increased 
problems and expense of raising more 
funds longer in advance when prog- 
ress payments are involved. 

We recognize that manufacturers 
have been faced with tremendous 
problems of capital to expand produc- 
tion rapidly for urgent programs and 
to maintain the greatly increased 
working capital and inventories re- 
quired for these programs. Inven- 
tory investment has been increased by 
the irregular delivery conditions that 
have existed in recent years. Manu- 
facturers of heavy equipment have ex- 
pressed concern about the increase in 
funds borrowed for the heavier pro- 
duction schedules and expressed pref- 
erence for progress payments to re- 
duce such borrowings. 

Electric companies have had like 
problems in the need for greatly ex- 
panded facilities to provide for indus- 
trial power requirements and are con- 
cerned about the shifting, in addition, 
of some of the manufacturers’ require- 
ments for funds to the utilities in ad- 
vance of deliveries. From the utility 
viewpoint, it appears that a heavier 
backlog of orders in process by manu- 
facturers might justify a position for 
heavier borrowings and does not neces- 
sarily make it more imperative for the 
manufacturer to obtain progress pay- 
ments. 

There is another aspect of progress 
payments of much interest to us as 
buyers. Manufacturers point out that 
in the absence of progress payments 
they must raise more capital and, 
aside from the expense of borrowing, 
they are entitled to earn on the addi- 
tional borrowed capital at approxi- 
mately the same rate as other capital. 
It is further brought out that it is a 
sound economic principal, with due 
consideration that there are temporary 
contradictions of any rule, that re- 
turn on investment affects price in- 
versely as the rate of turnover of the 
investment increases. An important 
factor in turnover of investment is 
turnover of inventory. Large ma- 
chinery usually involves slow turnover 
of inventory. Acceptance of these 
positions, and taking into considera- 
tion that manufacturers usually earn 
at a higher rate than do utilities, 
would tend to widen the margin of 
price addition that manufacturers rep- 
resent they are entitled to if progress 
payments are not made. 

If price calculations are made on 
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this basis, it might be advantageous 
for utilities to ask for prices both on 
the basis of payment after shipment 
and on the basis of progress payments, 
as suggested by C. F. Ogden in his 
talk before the Public Utility Buyers’ 
Group last March. On the other hand, 
dual pricing would add to the compli- 
cations for manufacturers in quoting 
and for buyers in appraising quota- 
tions and would make it easy for the 
manufacturers advocating progress 
payments to make the progress pay- 
ment proposal more attractive, which 
would likely encourage widerspread 
quoting of progress payment terms. In 
any event, the post-regulation price 
mark-up on certain heavy equipment 
appears to establish a position at this 
time that substantial allowances 
should be made if progress payments 
are asked. 

There has been some representation 
by manufacturers that there is a 
parallel in the manufacture of large 
machinery with the construction of 
buildings and other plant work at the 
site, the difference being that the 
manufacture of large machinery is 
really construction at the contractor’s 
plant. The main difference is repre- 
sented to be that economics dictate 
that the construction of certain large 
machinery should be carried on at the 
manufacturer’s plant because there 
would be enormous pre-construction 
preparations to do such work “at the 
site.” From the utility point of view, 
it is difficult to differentiate between 
the manufacture of heavy equipment 
considered on this basis and the manu- 
facture of certain lesser equipment. 

Another thing manufacturers have 
suggested as advantageous to utilities 
making progress payments is that in 
many states utilities may capitalize as 
advance payments are made. That is 
true in some cases, but it is not uni- 
versal. Capital invested, of course, 
has some relationship to establishment 
of rates, but in many cases invest- 
ments are expected to be supported by 
resulting increased earnings. 

There has been contention among 
buyers that progress payments as 
asked in some cases call for payments 
more and more in advance than actual 
progress on an order, particularly 
when fixed charges that would be in- 
curred in any event are considered a 
part of the base for progress pay- 
ments. 

There are many more problems and 
hazards for utilities in increased use 
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of progress payment terms in their 
purchases. These include establish- 
ment of insurance protection on items 
upon which progress payments are 
made, liability for taxes if partial title 
is passed as of time of payment, posi- 
tion of progress payments if delivery 
schedule is delayed, position for re- 
covery of payments made if purchased 
item is not in accordance with order 
or is otherwise not satisfactory, and 
possible complications with respect to 
relations with regulatory commissions. 
The most serious problems appear to 
fall into three classifications: 


1. The burden of raising more capi- 
tal at earlier dates in relation to 
productiveness of facilities. 


2. The matter of protecting that in- 
vestment is actually made and to 
the extent of progress payments 
at or near the time of such pay- 
ments and of protecting for 
equity in event of failure of sup- 
plier to satisfactorily complete 
contract for any reason. Further, 
the position to recover in event 
that on completion of the con- 
tract, equipment is not satisfac- 
tory. 

3. How to draw the line on confin- 
ing acceptance of progress pay- 
ment terms to heavy, long-manu- 
facturing-cycle equipment, in 
event progress payment terms 
are accepted on any orders. 


The matter of protecting that prog- 
ress is actually made to the extent of 
progress payments makes it important 
that in any event, if and when there 
are progress payments, the item on 
which payments are made is definitely 
identified and customer position of 
partial ownership is definitely estab- 
lished. There appears to be more risk 
involved if the practice of progress 
payments is extended to standardized 
manufactured products where it is not 
customary to designate the customer 
until manufacture is completed. 


If the practice of asking advance 
or progress payments is continued and 
expanded, we will be faced with the 
problem of confining advance pay- 
ments. Many items of our equipment 
require varying but fairly long periods 
of manufacture, and there is position 
for the smaller manufacturer to con- 
tend for payments to support his 
manufacturing expense. Progress 
payments are more likely to be asked 
in such cases if the manufacturer is 
in relatively weaker financial position. 
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Suggested Purchasing Position 


We as buyers may well take a posi- 
tion for elimination of upward price 
revision conditions in purchase con- 
tracts where not justified and reason- 
able limitation of flexibility to avoid 
abuses where they may be justified. 
We may well take a position that fi- 
nancing the production of equipment 
prior to delivery to the customer is 
primarily the responsibility of the 
manufacturer, and any departure 
from this should be predicated upon 
advantages to the utility. Elaborat- 
ing, I might state our position as fol- 
lows: 

1. Except in cases of very large 
purchases or considerably in- 
volved purchases, the buyer’s 
purchase order should be ac- 
cepted as the governing docu- 
ment, with seller privileged to 
ask justified elimination or al- 
teration of conditions. 

2. Escalation should be eliminated 
on all except long-term delivery 
quotations where the risk of un- 
foreseen cost increase is more 
than normal. 

3. In instances of delayed deliv- 
eries not directed by the utility, 
no price increase following the 
expiration of promised delivery 
period should apply. 

4. In cases of price increases on 
orders subject to price revision, 
consideration should be given to 
proportion of order engineered 
or produced prior to the in- 
crease. 

5. Price increases should be more 
definitely tied to cost increases. 

6. There should be a conservative 
upper limit on any price change 
provision, based on more risk 
involved than in conditions of 
firm price quotations. 

7. Manufacturers should recognize 
their responsibility for financ- 
ing production, and any prog- 
ress payments should be on a 
voluntary basis and predicated 
upon advantage to the utility. 

8. In event of acceptance of prog- 
ress payment terms by the 
utility, such payments should be 
related more closely to actual 
production expense, exclusive of 
general overhead expense, than 
has been the case in the past 
with respect to some progress 
payment proposals. 

9. In instances of progress pay- 
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ment agreements, if manufac- 
turer, without utility direction, 
delays shipment beyond delivery 
specified in the contract, there 
should be condition for reim- 
bursement to the utility to com- 
pensate for money paid further 
in advance than anticipated. 

10. In instances of agreement as to 

progress payments, there should 
be protection of the utility in- 
terest in the equipment on which 
payment is made aside from any 
general claim that creditors 
might have in event of failure 
of the manufacturer or stop- 
page of production, and the 
equipment or components on 
which progress payments are 
made should be definitely iden- 
tified. The utility should also 
be protected as to insurance and 
against liability for taxes until 
property is in possession of the 
utility. 

If there is feeling that the positions 
taken do not give fair consideration to 
the problems of the manufacturers, I 
am frank to admit that this paper is 

(Continued on page 216) 


-EEI Publications 


Electric Salt Bath Furnaces 


EEI Power Sales Manual, Chapter 33. 
Copyright, 1953. 14 pages, tables and 
illustrations. Price: 50 cents per copy. 
Quantity prices upon request. 


This publication discusses the dif- 
ferent types of externally or inter- 
nally electrically heated salt baths, 
their merits, operating characteris- 
tics and economical features, all of 
which will be useful to the power 
engineer in light of the increased in- 
dustry use of the electric salt bath 
for applications requiring thermal 
processing of metals. 


Pitting Experience of Hydraulic Turbines 


EEI Pub. No: 52-14. A report of the 
Hydraulic Power Committee, Edison 
Electric Institute. 21 pages. Price: 60 
cents to members and their employees, 
$1.50 to nonmembers, $1.60 to foreign 
countries. 


This report summarizes operating 
companies’ data on their experience 
with pitting, caused by cavitation, of 
hydraulic turbines, both of the Fran- 
cis and propeller types. Also given 
are the degrees and location of pit- 
ting; size and setting of the units; 
length of service; material in the 
runner; preweld material, if used; 
repair procedure and cost. 
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What Are the Correct Measures 
of Stores Inventory? 


H. E. Hodgson 
Wisconsin Power and Light Company 


A report of a Project Committee presented by its Chairman before the EEI Purchasing and 


N our deliberations about stores in- 
ventory and its measurement, we 
have recognized it as a part of the 

direct assets of our companies. It is, 
in fact, cash converted into commodi- 
ties. Our classification of accounts 
refers to the materials and supplies 
account, i.e., inventory, as including 
the value of all unapplied materials 
and supplies. It is therefore assumed 
that, irrespective of individual com- 
pany practices, the value of any item 
defined as a stores item, in storage, 
unapplied, awaiting installation in 
property and plant, either new or as 
a replacement or to be used in the 
conduct of the affairs of the corpora- 
tion, can be said to be in stores inven- 
tory. For the purpose of this review, 
we are concerned principally with 
values of items in individual company 
materials and supplies accounts and 
not those charged off to operating, 
maintenance, plant or work-in-prog- 
ress accounts, even though there 
might be a need at times to take 
measurements of similar values in 
those accounts. 


Growth of Stores Inventory 


Stores inventory has _ developed 
through the years at a pace equal to 
the development of the industry. It 
is, and in fact always has been, one of 
the primary factors in carrying on 
the work of public service companies. 
It has been created in ever increasing 
values to fulfill responsibility to cus- 
tomers by having material on hand 
whenever the need for it arises. It is 
a troublesome factor too, because, like 
the rest of our finances, the invest- 
ment revolves slowly and is high in re- 
lation to net return. It contains the 
value of many high cost items that 
are carried as insurance or protection. 
It is essential to the so-called end- 
product that we sell, but, unlike the 
pile of raw material in a manufac- 
turing plant which is quickly con- 
verted and becomes a major part of 
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the end-product, it is not quickly con- 
verted into the end-product and does 
not, in the same sense, become a part 
of the end-product. 

Even without counting fuel, stores 
inventory probably totals well over 
$400,000,000 for the industry. A 
really large figure even in an industry 
where big figures are becoming more 
and more common. We who work with 
the items that comprise the inventory 
are constantly aware of their value 
and can fully appreciate it when man- 
agement at the top level evidences con- 
cern over the total investment tied up. 

A substantial portion of the growth 
of our inventory is due to the increase 
in unit costs of material. Any com- 
parison of inventories over a period 
of years naturally has to be weighed 
with the variable of cost of items; 
otherwise, a clear picture cannot be 
obtained. However, we must not be 
lulled into leaning too heavily on this 
condition, as it is doubtful if price in- 
dices have as much value when ap- 
plied to public service company in- 
ventories as they have when applied 
to industrial and manufacturing in- 
ventories, the investment in which re- 
volves rapidly. 

Another factor contributing to 
higher inventories is the unprece- 
dented growth of the industry during 
the past ten years. As yet we ap- 
parently are not in a position to de- 
termine just how much our inven- 
tories can justifiably increase because 
of this growth. The value of con- 
struction stocks or residues from con- 
struction still remain in inventory, and 
we are still suffering from the distor- 
tions of inventory that result from 
having to deviate from a free market. 
Time and experience will probably let 
us determine just how much effect 
this growth will have on inventory 
levels. Because of the relative youth 
of the industry, the introduction of 
improved methods and rapid changes 
have caused our inventories to be 
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filled with the value of many new items. 
This also tends to increase the general 
level, particularly as it is necessary 
to retain old items until they are no 
longer needed to maintain property 
and plant. 

That there is a need to measure and 
gauge inventories cannot be overlook- 
ed. With well over $400,000,000 in- 
volved and inventory costs ranging all 
the way from a very conservative esti- 
mate of 14 per cent to a possible 25 
or 27 per cent, we can see that we 
have a proposition that deserves care- 
ful consideration on a plain dollars 
and cents basis. 

Purchasing and stores people pro- 
vide the inventory and in the majority 
of cases keep the record of it, but in 
far fewer cases do they actually have 
100 per cent control of its levels. Rec- 
ords of use provide an easily under- 
stood history. Past performance, on 
the other hand, does not save money 
unless some of the lessons of experi- 
ence are actually put into practice. 
The departments that use the items 
that make up our inventories recom- 
mend, prescribe, and, in many in- 
stances, actually establish minimum 
and maximum stock levels. 


Over-all Inventory Levels 


One of the essentials of any ap- 
proach toward accurate and scientific 
measuring of inventories is that there 
be a thorough understanding of policy 
concerning over-all inventory levels— 
that there be uniformity of thinking 
within an organization so that the 
general course can be directed toward 
a common goal. We can imagine no 
more deplorable condition than one in 
which some departments are working 
toward a conservative, clean, active, 
useful inventory only to have other 
departments approach the inventory 
problem with indifference or an over 
optimistic attitude or with the thought 
of acquiring a high level of insurance 
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without regard to its cost. Manage- 
ment at top levels has the responsi- 
bility of defining and outlining the 
policies to follow under changing con- 
ditions and of establishing for a par- 
ticular company the expected inven- 
tory performance. This responsibility 
naturally includes determining who 
in that particular company is to have 
the duty and authority to see that 
such performance is attained. 


Commodities, Not Money 
It must be recognized immediately 
that while chief executives must view 
inventory on the basis of money, it 
really isn’t money that is being 
measured but commodities. There- 
fore, it follows that any measure or 
gauge applied to money invested in 
inventory is only as good as the unit 
of measurement placed on individual 
commodities. Surely we can’t afford 
to continue to squander valuable time 
and tie up high cost machinery in care- 
fully ordering minimums, scheduling 
shipments, and maintaining inventory 
in detail on literally thousands of low- 
cost items. On the other hand, our 
inventories contain a fairly low per- 
centage of total items having a rela- 
tively high percentage of the total 
value. Over these we can well afford 
to exercise concentrated and detailed 
control. These are key items and, by 
the administration of strong control 
over them, we can manipulate levels 
of inventory well within the confines 
of economy at any given time and un- 
der almost any set of conditions. 
A third category would encompass 
. the value of medium cost items asso- 
ciated in use with the key items. Over 
these, less stringent yet sufficiently de- 
tailed control would suffice. We are 
indebted to one of our leading electri- 
eal manufacturing companies for 
showing the way to this with what it 
calls the proportional parts system of 
inventory control. Elements of that 
system cannot be too highly recom- 
mended for adaptation to our work. 
Several years ago a member company 
gained enviable recognition for the 
analysis of its ordering, stock-control, 
and inventory processes as they per- 
tained to items of low value. This 
analysis permitted a surprising reduc- 
tion in number of orders and asso- 
ciated papers issued, with a corres- 
ponding reduction in costs but with- 
out any appreciable ill effect on in- 
ventory. 


The geographical location of a com- 
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pany in relation to the source of sup- 
ply must be given consideration. In 
applying a measurement to inventory, 
the time required to replenish stock is 
an important element, no small por- 
tion of which might be taken up by 
shipments in transit. Correspondence 
with a source of supply at a remote 
distance from the inventory adds to 
the problem of measuring inventory 
successfully. 

In developing processes for measur- 
ing inventory in an electric company, 
it is necessary to consider the organi- 
zation’s thoroughness in budgeting, 
planning, and scheduling its construc- 
tion and maintenance work. Any pro- 
gram for such work requires that the 
forecaster know when he wants to do 
the work and plan the job in detail to 
determine what and how much mate- 
rial is needed and how long it will take 
to get it. It is safe to assume that 
where we find inaccurate and unsure 
forecasts, sketchy planning and quick 
“horseback” estimates on the quanti- 
ties of material and the time at which 
it will be needed, we will find dis- 
torted, inflated out-of-balance, costly 
inventories. Lack of coordination be- 
tween material procurement processes 
and the actual application of the mate- 
rial to its ultimate use manifests it- 
self in uneconomical inventory pile- 
ups. 

It is needless to repeat that inven- 
tory control and material procurement 
people are faced with a definite chal- 
lenge to supply the planning group 
with information that will help it 
make more accurate forecasts concern- 
ing the “what and when” of equip- 
ment and material. Publicizing what 
we have on hand in inventory that 
might be used for contemplated work, 
what is available from suppliers, and 
when needed material and equipment 
can be delivered will make a valuable 
contribution to the entire cycle of ac- 
tivities and certainly is an essential 
step before any unit of measurement 
can be applied to inventory. 


Types of Measure 


Measures of inventory could be as 
many as there are companies. Seldom 
if ever will we find identical sets of 
conditions existing in companies op- 
erating under different managerial 
policies. In the first place, there are 
varying degrees of “inventory con- 
sciousness” in our companies. Much 
is yet to be done to arouse manage- 
ment to the savings that will accrue 
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from a more thorough control over in- 
ventory. There is sufficient latitude 
in the interpretation of regulatory 
body rulings to permit different treat- 
ments of inventory even within the 
same state. Uniformity among com- 
panies operating in different states 
and at great distances from each other 
is even less to be expected. 

But we must not take the attitude 
that any one company’s plan for meas- 
uring inventory should never parallel 
another company’s practice or that it 
is impossible to benefit by experiences 
of another company. We are con- 
vinced that each company, depending 
upon its own policies and conditions, 
must decide upon its level of inventory 
performance. After that, it will be 
possible to apply a number of satis- 
factory mediums of measurement. 

We explored the possibilities of 
measuring inventory as being correct 
if it was held at an agreed upon per- 
centage of total company capitaliza- 
tion. It immediately became evident 
that while this method could be ad- 
vantageously used by an individual 
company, comparing figures from year 
to year, it would not be possible to 
apply it to all or even a random group 
of companies because of wide dif- 
ferences in company characteristics. 
It might even be unfair to apply such 
a unit of measurement throughout a 
single company, because of the many 
differences in characteristics among 
operating divisions. 

The value of materials acquired, 
held, and in inventory to meet vary- 
ing construction programs was scru- 
tinized as a possible factor in measur- 
ing of inventories. We find a variety 
of practices in the treatment of these 
values, but generally there appears to 
be agreement in that most companies 
recognize the need to segregate them, 
at least clerically, as they could have 
a drastic effect on any yardstick in 
use. It must be pointed out that in 
a company where turnover, for in- 
stance, is the medium of measurement, 
a well-planned, large construction pro- 
gram with shipments rigidly scheduled 
would result in an extraordinarily 
high rate of turnover that would have 
to be qualified when making compari- 
sons with periods when such a pro- 
gram did not exist. Breakdown of 
the planning and scheduling processes 
in this same circumstance would have 
a depressing effect on inventory per- 
formance, even though the over-all 
size of the program did not change. 
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A member company has developed 
what we believe to be a superior meas- 
urement of inventory. The company 
divides its stock into four categories 
under the headings “general stock,” 
“spare parts,” “maintenance,” and 
“special construction,” which are 
broken down into dollars (to which 
price indices are applied) and then 
into number of months’ supply of gen- 
eral stock on hand. This study in- 
cludes a tabulation of receipts (di- 
vided between purchases and salvage 
or returns to stock) and gross dis- 
bursements, thereby gaining an indi- 
cation of the net change in inventory 
during the year. General stock is fur- 
ther subdivided into 18 categories, 
and the records indicate, by quarters, 
the number of months’ supply of mate- 
rials on hand in each category. The 
general storekeeper gave us a glimpse 
of the company’s plan during our 
meeting in New Orleans a year ago. 
For those of you seeking a really 
scientific approach to inventory meas- 
urement, we highly recommend a 
study of this plan, which so clearly 
shows what can be done when inven- 
tory control and material procurement 
functions work together as a team. 

Measuring inventory or determin- 
ing proper inventory levels as a per- 
centage of gross revenue was ex- 
plored and is considered to be an im- 
practical methed. The length of time 
it takes to convert our inventory into 
revenue producing property and the 
fact that only portions of our inven- 
tory ever become revenue producing 
property, forestalls the application of 
such a measurement. It might be in- 
teresting to make such a comparison 
in a given company over a period of 
years. But we feel it would be incon- 
clusive in our industry, even though 
it is recognized as a good method when 
applied to a manufacturing enterprise. 
Measuring inventory in terms of dol- 
lars per customer or dollars per meter 
was also considered. Such a method 
could be indicative of trends for an 
individual company or as a comparison 
between operating units within a com- 
pany but was considered too abstract 
to be recommended as a general unit 
of measurement. 

Early in this discussion, we spoke 
of inventory as being cash converted 
into commodities; therefore, from the 
viewpoint of the economist, it is 
money, in a true sense. It isn’t hard 
for us to agree that the real value of 
money lies in its usefulness. The more 
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often we can make a given number of 
dollars buy commodities that we can 
use advantageously, the better our per- 
formance. Introducing the element 
of use into the discussion strengthens 
our contention that management can 
rightfully and most logically think of 
measuring the inventory in terms of 
turnover. It must be remembered, 
however, that we doubt the value of 
comparing rates of turnover among 
companies because of variations in 
policies and practices. 

What then are we seeking? Turn- 
over, to us who are actually engaged 
in inventory control work, is only in- 
dicative of what has already occurred. 
In most cases much work must have 
been done, many preventive measures 
taken, far in advance of the time when 
we learn what turnover rate we have 
attained. Any over-all monetary con- 
trol established by company, division, 
or district can only be adhered to by 
carefully selected, constantly  cor- 
rected, and strictly policed control over 
individual items. 

Companies can wisely subdivide 
their inventories, clerically, into as 
many classes or categories as may be 
necessary in order to determine more 
clearly where and to what type of 
commodity attention must be given so 
that the use of money can be improved. 
Methods designed to reveal slow mov- 
ing and obsolete materials must con- 
stantly be in use, and positive quick 
action must be taken to protect inven- 
tories from their bad effects. Sur- 
pluses, if we are unfortunate enough 
to have them develop, must be dealt 
with in a determined manner, and an 
objective approach to salvage and 
reclamation work must be made to in- 
sure the usefulness of items taken into 
stores inventory from such activities. 


Adoption of Standards 

The adoption of standards for mate- 
rials throughout an entire company 
system is essential to inventory con- 
trol, and, incidentally, much can be 
done to stimulate such standards by 
looking at them on an industry-wide 
basis. Inventory control people must 
work diligently to determine what 
items are to be placed in inventory and 
the minimum and maximum stocks of 
these items to be maintained. It 
would be impossible to overemphasize 
the need for close liaison among plan- 
ning, procurement, and inventory con- 
trol functions as an aid in keeping the 
investment in inventory as low as pos- 
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sible after a full understanding has 
been reached as to the effect of in- 
ventory, and its costs, on company op- 
erations. 

Let us, therefore, conclude that the 
correct measure of stores inventory is 
the degree of usefulness to which we 
are able to put company funds. In the 
eyes of management, this can best be 
pictured in turnover. With total in- 
ventory in a given company judi- 
ciously subdivided into various classes 
of commodities, isolating particularly, 
insofar as possible, the value of those 
held in reserve as insurance, manage- 
ment can quickly determine in what 
type of commodities company funds 
are invested and the benefits that are 
being gained of the monies so in- 
vested. Through the use of the wide 
variety of available inventory controls 
over individual items, we can make 
those funds constantly increase in use- 
fulness, thereby establishing and 
maintaining the correct measure of 
stores inventory. 





Accounting Trends in 
Utility Regulation 
(Continued from page 182) 


We have received a great heritage 
made possible by individual enter- 
prise and a belief that individual 
conscience will show us those things 
which are right. We are presently 
faced with great dangers from with- 
out. An essential part of our defense 
against those dangers is a strong 
economy within. This is no time for 
us to shrug off our problems and 
pass them on to our children at a 
time when they are faced with the 
problem of survival —survival of 
freedom, survival of happiness, even 
physical survival itself. There are 
those who believe it easier to turn 
over to a socialistic national govern- 
ment all of the problems that face 
us, who believe that the utility in- 
dustry has no place in our economic 
future. 

One form of insurance against this 
tendency is sound and effective regu- 
lation. Regulation is neither sound 
nor effective if it indulges in or per- 
mits trick accounting to bring about 
a present day expedient result. Regu- 
lation is neither sound nor effective 
if it mortgages or permits the mort- 
gage of the future to pay today’s 
bills. 








William H. Harrison, Jr. 


Potomac Electric Power Company 





Traiming Tax Assistants 


An address before the National Conference of Electric and Gas Utility Accountants, 


LL of us have had, and we will 
A continue to have, training prob- 
lems. Some of us may now be 
faced with the problem of training a 
principal tax assistant, possibly at the 
management level, while others may 
hope to develop competent juniors in 
the near future. 

Corporate tax men have generally 
experienced difficulty in training their 
assistants. This is at least partially 
due to the fact that training has been 
largely dependent upon the initiative 
of the individual. The senior man in 
many tax departments attributes his 
development to the “school of hard 
knocks.” This school is not only slow— 
’ it can be expensive. 

Unfortunately, formal education has 
not been sufficient to transform a col- 
lege freshman into a “tax man.” 
Schools usually offer a course in tax 
theory but no satisfactory course in 
tax practice. The legal and accounting 
professions have overcome this by 
complementing education with a com- 
prehensive apprenticeship for the tax 
specialist. The Bureau of Internal 
Revenue also has a well organized 
training program. 

It is generally felt that it takes 
years to qualify for a responsible as- 
signment on the tax staff of a large 
corporation. Our problem is this: what 
can we do to assist a young man to 
qualify for greater responsibilities on 
the corporate tax staff of a large com- 
pany? 

First, we must be careful to select 
young people for development who 
have satisfactory personal and educa- 
tional qualifications. What qualifica- 
tions do we look for in a trainee for 
the tax department? Some accounting 
or legal education is usually conceded 
to be highly desirable. Additional 
study of engineering, mathematics, or 
economics is most helpful but seldom 
to be found in candidates for a train- 
ing position in a tax department. Hav- 
ing all the usual qualifications required 
for a satisfactory employee in the fi- 
nancial end of the business, the trainee 
must also have insatiable curiosity and 
unusual analytical ability, which will 
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cause him to delve into problems more 
thoroughly than the average indi- 
vidual. The trainee should realize that 
his education will never be complete if 
he elects a career in the tax field. He 
must be willing to devote himself to a 
more or less indefinite study program. 

No matter how carefully we select 
new people for the tax staff, we are 
bound to make some appointments 
that do not turn out too well. After a 
fair trial, it is essential to remove 
such a person from the tax staff if we 
are satisfied that he is not suited to 
tax work. In the long run, this action 
is best for the employee as well as the 
company. 

I am not prepared to recommend a 
definite training program for the 
junior in the tax department similar 
to the one companies employ for cadet 
engineers. And I question whether or 
not it is practical to develop such a 
program for the limited number of 
people who will be trained in the tax 
group. However, if the tax depart- 
ment is an adjunct to the comptroller’s 
or treasurer’s organization, it would 
appear desirable to have juniors on the 
tax staff complete any general train- 
ing program offered by the accounting 
organization. 


Devote Sufficient Time 

If we are going to develop able tax 
assistants, we must devote some time, 
at the supervisory level, to their train- 
ing. An effort must be made to guide 
the trainee, to give him sufficient time 
for study, to provide the tools with 
which he must become acquainted, to 
give him adequate experience oppor- 
tunities; this will afford him a chance 
to become informed on all phases of 
tax work. 

Today, we normally have adequate 
tax services and reference material 
available in the tax departments of 
large corporations. If not, we must 
persuade management that it is sound 
and economical to have available not 
only one or more of the recognized tax 
services but also news letters and 
magazines relative to tax matters. Ex- 
penses of this nature are small when 
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compared to the value of the service 
rendered, the potential savings which 
may be effected, or the size of the tax 
bill. This material must be made 
available to tax trainees. They must 
be encouraged to read and study the 
weekly releases supplied by the vari- 
ous tax services. 

With respect to the time which must 
be made available for study, it will 
not only be necessary for the indi- 
vidual to have sufficient time for 
study but he must be encouraged to 
use the time wisely. There is an un- 
ending source of information available 
to the student, but, unfortunately, 
some juniors do not find time to study 
this material. Nor are many inclined, 
once they have finished school, to spend 
some of their off hours preparing for 
larger responsibilities. Possibly, the 
reason is because there is so much data 
available for study; the volume seems 
to discourage the student. Accord- 
ingly, a planned study program must 
be laid out in order for our training 
activity to be successful. 

There is a technique which can be 
used to encourage the study of the tax 
services and which will aid in intro- 
ducing trainees into the constructive 
use of the weekly releases. To begin 
with, the senior man in the tax de- 
partment should study the weekly re- 
leases first and call items of interest to 
the attention of the junior. The 
trainee will pick up from there, study 
this information, and thereby gain an 
idea of what the senior man feels is 
important and what might affect the 
company. Later on, after the junior 
seems to be acquiring the knack, it is 
desirable to let the junior read the 
services first and note, for the atten- 
tion of the senior, things which he 
thinks are of importance. By this 
method, we have an opportunity to ob- 
serve how carefully the junior reads 
the material and whether or not he is 
recognizing those items which may 
affect the company. As the junior pro- 
gresses, he should be of greater as- 
sistance to the senior and reduce the 
time required for the senior to review 
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the weekly data received in the vari- 
ous tax services. 

To a degree, this can also be applied 
to the study of technical papers and 
magazine articles relating to the tax 
problems of the industry. Members of 
the tax staff should make it a point to 
refer important articles to their as- 
sociates. Juniors should study the full 
text and note sections of particular 
interest for the attention of the senior 
tax man. 


Lack of Initiative 

Constantly, in the course of our 
regular work, we have the juniors 
coming to the seniors with questions 
concerning the application of tax laws 
and regulations. Frequently, it ap- 
pears that when a question is asked, 
no research has been done by the 
junior—the line of least resistance 
being to ask the question rather than 
look it up. If this situation is toler- 
ated, one of the advantages of tax re- 
search will be thwarted by the junior. 
I believe the junior will frequently 
come up with the correct answer if he 
will but look up his problem, although 
he may still have some degree of un- 
certainty concerning his answer. Be- 
sides, it may be necessary for him to 
fumble through the services and read 
any number of sections which do not 
pertain to the particular problem he 
is interested in. By reading through 
sections which he did not intend to 
study, he becomes acquainted with a 
considerable number of items that 
would not otherwise have come to his 
attention. Encourage him to look it 
up, and check the answer. 


Sometimes a junior does not get his 
facts straight before he tackles a tax 
problem. This obviously affects his ap- 
proach to the problem, and it may af- 
fect the answer obtained. It is easy to 
summarize the facts for the junior in 
an accurate and orderly fashion. How- 
ever, I suggest that he be allowed to 
get his own thinking straight. This 
can be accomplished by asking ques- 
tions which will cause him to verify 
certain facts and then let him sum- 
marize them in a logical order. 

One look at the tremendous volume 
of reference material used by tax men 
will convince anyone that it is not 
practical for the student to attempt 
to study all of the data available. How- 
ever, I have heard that a suggestion 
was once made to a student of taxes 
that he should acquire and read one of 
the principal tax services, which I 
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presume would include the volume 
covering the Internal Revenue Code. 
This, I believe, would mean reading 
six or seven volumes, each about four 
inches thick, containing the dullest 
legal jargon yet conceived. Obviously, 
to attempt to read all the tax laws and 
regulations would drive a man mad. 
This is unnecessary—there are several 
good digests of the Federal tax laws 
which may be used for study. Tech- 
nical papers and magazine articles, 
while not considered light reading, are 
far better than the Code, and fre- 
quently do a good job of tying up the 
loose ends of subjects the trainee 
should study. 

Contact with each problem that is 
presented and reference to the tax 
services on the least provocation will 
gradually acquaint a trainee with what 
is contained in the tax library, the 
proper use of the volumes, and the 
easiest method of finding the informa- 
tion required. This is particularly true 
when one is concerned with research 
work in case material. Trainees should 
be encouraged to refer frequently to 
the citator services, trace the history 
of cases, the extent to which they were 
followed in subsequent decisions, the 
acquiescence or nonacquiescence of 
commissioners. 


Trainee’s Research Helpful 

Often, when we are faced with a real 
research problem, a trainee who has 
become acquainted with tax reference 
material can be of considerable as- 
sistance by doing preliminary re- 
search work, pulling out the volumes 
that relate to a problem, and marking 
them for ready reference by the 
senior. There is no substitute for the 
senior tax man’s actually digging into 
the cases, but it does ease the work 
load and save time, while providing 
training for the junior, if the senior 
delegates some preliminary research 
work. When a technical memorandum 
must be prepared, this preliminary re- 
search work can again be of consid- 
erable assistance. 

One of the first chores which can be 
assigned to a junior who is just get- 
ting into tax work is to permit him to 
check the work of more advanced em- 
ployees. It is invariably necessary to 
have someone check the detailed com- 
putations which are required in most 
of our tax work. Gradually, through 
the process of checking the work of 
other personnel of the tax staff, junior 
members will obtain an understanding 
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of the computations which are re- 
quired, the work schedules, the tax 
forms, and the source of data required 
for tax computations. This is as true 
of the quickies, which are made for top 
management, as it is of actual return 
preparation. 

It is possible to use the audit of the 
tax work of prior periods, or the audit 
of a series of specific tax returns or 
reports, as a method of training a tax 
assistant. By “audit” I mean a review 
and verification by a member of the 
tax staff. This training method is par- 
ticularly useful in introducing ex- 
perienced people into the tax depart- 
ment at higher levels. By this approach, 
they are able to become familiar with 
returns previously filed, the working 
papers involved, the source of the ma- 
terial used, and the methods of recon- 
ciling with other returns or with com- 
pany records. This is good experience 
and may be constructive as well. A 
mature individual, if he is acquainted 
with the company’s records, can fre- 
quently make good suggestions on the 
working papers and source data used. 
If the individual reviewing the re- 
turns is also required to check them 
with the regulations, the law, and the 
tax manual, we get the added advan- 
tage of the opinion of a more experi- 
enced person concerning the methods 
used in the preparation of the tax re- 
turn or report. 

Although this feature may not be 
too satisfactory for juniors, it should 
certainly be productive when used 
with higher level individuals. It fre- 
quently uncovers some poor workman- 
ship, or results in other improvements. 
A complete review of the tax manual 
by a higher level employee just as- 
signed to the tax department will also 
produce similar double-barreled bene- 
fits. 


Keep Trainee Informed 


It will be necessary, from time to 
time, to hold conferences among tax 
personnel so that senior people dealing 
directly with top management and cur- 
rent problems can keep others not 
having these contacts better informed 
about current situations. It is de- 
sirable in such discussions to inform 
the entire staff of the problems con- 
fronting the company — experiences 
with similar problems in the past, the 
general background of law and regula- 
tions, the reasons for the current ap- 
proach to a problem, the results the 
company hopes to obtain. This method 
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of training keeps our people informed 
and gives juniors an opportunity to 
become more conversant with com- 
pany problems. This is of inestimable 
value to the trainee when he is reading 
the tax services; it adds to background 
and he:ps him note and study more 
thoroughly items which may affect the 
company. 

As probiems proceed toward solu- 
tion, it may be necessary to hold addi- 
tional conferences to keep individuals 
informed, to permit them to make sug- 
gestions, and, finally, to inform them 
of conclusions reached. In the absence 
of a senior, it is not infrequent for 
other members of the tax staff to be 
called upon to provide information 
relative to current discussions; if they 
are familiar with current problems, 
they are in a better position to be of 
service. 


Teach Personal Contact 


We must prepare juniors in the tax 
department to handle contacts with 
tax authorities and revenue agents. 
This is a problem which is bound to 
give us some concern. However, ex- 
perience in handling these contacts is 
absolutely essential if an individual is 
to advance in the tax department. To 
begin with, we can permit our more 
experienced people to sit in as ob- 
servers during the revenue agent’s 
audit, or at conferences with tax 
authorities. The agent will understand 
why we want to expose inexperienced 
people to these contacts and will also 
appreciate why we cannot afford to 
have them injecting ideas which may 
not represent the views of manage- 
ment. These contacts must be devel- 
oped and, to the extent successful, will 
be of great value in qualifying indi- 
viduals for future responsibilities. 

In some _ instances, when _ top- 
management people request informa- 
tion, it will be possible to throw other 
tax personnel in contact with them by 
having the information supplied di- 
rect, thus affording additional experi- 
ence. To some extent, this puts the 
junior on the spot. If the item is im- 
portant, management may want to 
discuss it with the supervisor later. 
Of course, we can only employ this 
practice when circumstances permit. 
However, it should be done occasion- 
ally so that top management can ac- 
quire confidence in other members of 
the tax staff. We should also invite 
other tax personnel to join in con- 
ferences with top management when 
appropriate. It is through these con- 
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tacts that management is able to judge 
whether or not an individual is pro- 
gressing satisfactorily. 

Some top-management people take 
the initiative in these contacts because 
they are anxious to get better ac- 
quainted with all of the members of 
the tax staff. When the senior man in 
the tax department is away, they some- 
times request information from jun- 
ior members of the tax staff on some 
matter in which they have an interest. 
In this way they have an opportunity 
to judge the junior’s familiarity with 
tax problems, check his judgment, see 
how long it takes him to get the in- 
formation desired, and how sound his 
research is. After the supervisor of the 
tax department returns, it would seem 
appropriate that he be informed of 
what has been done and the informa- 
tion obtained, so that if there are any 
questions, or reasons for enlarging on 
the information obtained from the 
staff, the occasion may be had to make 
warranted comments. 

One method of getting tax experi- 
ence is to render assistance to em- 
ployees with personal tax problems. 
Many managers of tax departments 
are opposed to holding the tax staff out 
as being able to render assistance to 
company employees. On the other 
hand, the managements of some com- 
panies desire to have their tax staffs 
render such service when possible. 
This may mean the actual filling out 
of returns, or possibly only the render- 
ing of tax advice in more difficult situa- 
tions. It is very helpful to have trainees 
work on difficult cases. Beyond a 
point, the actual filling out of indi- 
vidual returns contributes little to de- 
velopment. However, it is well to be 
rather conversant with individual re- 
turns, because we are all called upon 
to render some personal tax service to 
top management. In such cases, we 
feel obliged to render the service, and 
we want to be familiar with the prob- 
lems of individuals in order to be sure 
that the advice we give is sound. 

Employees sometimes get involved 
with the Bureau of Internal Revenue 
or with local tax authorities and re- 
quire some advice or assistance with 
personal problems. It is frequently 
helpful, under these circumstances, to 
permit a member of the tax staff to 
assist the employee in settling his 
problems with the tax authorities. 
This gives our junior an added con- 
tact with government agents under 
circumstances which may not be quite 
so vital to the company. A member of 
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the tax staff is, no doubt, better quali- 
fied to discuss tax questions with the 
tax agent than is the individual em- 
ployee. This type of contact builds 
confidence on the part of tax personnel. 

In any staff activity, people are in- 
clined to become overspecialized. It is 
essential that we have people in the 
tax department who are specialized 
and yet who are at least conversant 
with all of the various taxes paid by 
the company. It seems to me unfor- 
tunate when an individual becomes so 
highly specialized in Federal income 
tax that he has little or no knowledge 
of the other taxes which the company 
pays. If tax people are rather versatile, 
they can help each other in peak 
periods, substitute in the event of ab- 
sences due to illness or vacation, con- 
tribute to the coordination of all the 
tax activities, and generally be of 
much greater service than if they be- 
come too highly specialized. In a staff 
activity, it is difficult to tell from day 
to day what the next pressing assign- 
ment will be. Consequently, when a 
rush job comes along, it is helpful to 
have several people who can be of as- 
sistance. If there has been an exchange 
of personnel in the various duties as- 
signed to the tax staff, it is not difficult 
to meet these situations. 

The same applies when it is neces- 
sary to transfer a man from the tax 
staff to some other section or depart- 
ment of the company, or when a mem- 
ber of the staff decides to leave the 
company’s service. If our people are 
well rounded, it is relatively easy to 
reassign personnel to fill the gap. On 
the other hand, if they are too highly 
specialized, they may be of little help 
in bridging any gap which develops. 
The practice of interchange of assign- 
ments is a highly effective means of 
training, because the people most 
familiar with the work can assist in 
training their fellow employees. 

As employees advance in the tax 
field, it is helpful to afford them an 
opportunity to come in contact with 
other tax men in the industry. To this 
end, there is no substitute for par- 
ticipation on the Taxation Accounting 
Committee of either the American Gas 
Association or Edison Electric Insti- 
tute. If advanced tax courses or tax 
forums are available, members of the 
tax staff can benefit from attendance. 
Our more advanced people should be 
encouraged to participate in tax ac- 
tivities at the professional level when- 
ever possible. Frequent contact with 

(Continued on page 216) 
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LEET management is a function 

of great importance in the public 

utility industry, and I am well 
aware of certain transportation prob- 
lems of unique importance in the util- 
ity industry but of lesser impact in 
others. I refer to the major responsi- 
bilities, construction and maintenance, 
rather than cargo transport. I refer 
also to the incidence of peak loads be- 
cause of construction projects and of 
storms, for example, and to the in- 
dustry’s extensive employment of 
highly specialized labor-saving equip- 
ment: earth borers, trenchers, winch 
trucks, cranes, aerial trucks, “sno- 
cats,” trucks equipped with mobile 
generators for night work, and so on. 

But I think there is an important 
area of principles and of problems ap- 
plicable to fleet operators in general, a 
common denominator, if you will. 

For many years both as a represen- 
tative of truck manufacturers and as 
a fleet operator, I have had the uneasy 
feeling that some fleet supervisors 
have been living in a bit of a vacuum, 
a negative which nature is reputed to 
abhor, and which operators should 
strive to eliminate by selling their 
provable good works. In great part the 
“vacuum,” if any, exists only by rea- 
son of: 

First—lack of understanding by 
senior management as to the intrica- 
cies of and the importance of fleet 
management from a standpoint both 
of cost and public relations, and the 
resultant need of employing profes- 
sionals to direct the job. 

Second—inability of some highly 
competent operators to impress man- 
agement with the importance of their 
functions. 

To be appropriate to highway trans- 
port executives and other interested 
persons, this paper must also embody 
recognition of the fact that we are 
deeply concerned with the promotion 
of the arts, sciences, standards, and 
engineering practices involved in the 
design, construction, and _ utilization 
of automotive apparatus. The theme 
of this paper rests largely on the word 
“utilization” and on our realization 
that fleet managers should be quali- 
fied by technical training or experience 
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to take charge of automotive engineer- 
ing work, predominately of an opera- 
tion and maintenance nature. 

The automotive industry’s bibli- 
ography on transportation and mainte- 
nance is extensive, and replete with 
take-home pay. However, it contains 
few attempts to summarize fleet ex- 
ecutive responsibilities from either a 
management or an engineering point 
of view. So I must forego the pleasant 
process of thumbing an _ intellectual 
hitch-hike and hasten to the point as I 
see it. 

Let’s take management first. 

The Automobile Manufacturers As- 
sociation advises us that there are 
about 21,700 fleets averaging 58 trucks 
each, a total of nearly 1,260,000 trucks, 
let alone passenger car, bus, and air- 
borne fleets. Evaluating at $4,000 pres- 
ent average truck cost, we have a total 
replacement investment, before depre- 
ciation, of over $5,000,000,000, to- 
gether with an out-of-pocket operating 
cost perhaps approximating an annual 
outlay of $1,000,000,000. 

The above average of 58 trucks per 
fleet obviously does not connote the 
employment in all instances of highly 
trained supervisory personnel. Rather, 
it emphasizes the obligation of many 
(though not all) truck suppliers to 
supplement their amorphous advertis- 
ing and across-the-desk claims of “‘sell- 
ing transportation” by providing their 
customers with a more finite service 
in respect to pre-purchase job anal- 
ysis leading to the selection of a min- 
imum number of properly qualified 
pieces of equipment. This is a story 
in itself. Time does not permit its 
exploration in this paper. We must of 
necessity deal with the executive per- 
sonnel of fleets of hundreds, and of 
thousands. 

A friend and writer on economic 
subjects, Richard H. Lansburgh, once 
defined management as “the correla- 
tion of the details of operation of an 
enterprise so that it will work as a 
harmonious whole toward the desired 
goal.” He subdivided the definition as 
follows: first, the establishment of ma- 
jor policies; second, the planning for 
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and setting up of an organization to 

carry out these policies; third, the 

operation of the enterprise through 
this organization. 

It is obvious that a fleet manager 
should be chosen with the above sim- 
ple, important fundamentals in clear 
perspective, as an important supple- 
ment to his technical qualifications. 

What should be equally obvious, but 
unfortunately is not in some instances, 
is the law of responsibility and author- 
ity expounded years ago (although cer- 
tainly not discovered) by a prominent 
industrial writer, editor, and mechan- 
ical engineer, L. P. Alford. He said 
that “responsibility for execution of 
work must be accompanied by the au- 
thority to control and direct the means 
for doing the work.” 

This, as indicated previously, may 
be the fault both of top management 
and of the fleet operator. Clear de- 
lineation of the precise scope of the 
whole job of fleet management has not 
been achieved in some companies. 

It should be made crystal clear that 
the scope of fleet management encom- 
passes: 

1. Vehicle and special equipment se- 

lection and retirement, following 

field job analysis and cost account- 
ing scrutiny. 

. Maintenance. 

. Equipment operating and usage 
techniques designed to reduce both 
investment outlay and out-of-pocket 
job costs, whether cargo transport 
or construction and maintenance as- 
signments. 


wo bo 


That is the whole package. It must 
be handed to the right man and he, 
as a member of the management team, 
must be given authority commensurate 
with responsibility, modified in some 
cases, it must be admitted, by the cor- 
poration’s organizational structure. 
Even though decentralization may be 
the corporation policy, as it often is, 
the benefits of uniform automotive 
policies and procedures and free in- 
terchange of ideas may not be denied. 
This can be approximated, whether the 
automotive man’s status is that of 
staff only, or line and staff. 

The following summary presents 
some of the more important advan- 
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tages of centralized control (or co- 
ordination) and implies, therefore, a 
definite procedure for the realization 
of such control. 

Reduction of Capital Expenditure, 

by: 

1. Centralized purchase _ contracts, 
based on consolidated commitments 
and savings through quantity pur- 
chases. ; 

2. Standardization of types of equip- 
ment for specific duties and a con- 
sequent reduction of number of 
truck and equipment sizes and 
types used. 

3. Reasonable standardization of make 
of equipment and auxiliary appa- 
ratus; consequent reduction of 
number of makes used. 

4. Ability of central control to inter- 
change equipment between compa- 
nies or components thereof, reduce 
idle time of equipment, and exert 
better control of assignment of 
equipment to meet the requirements 
of various localities. 

5. Possibility of pooling transporta- 
tion and maintenance activities in 
specific territories through coordi- 
nation of activities which can best 
be achieved through centralized 
control. 


Reduction of Operating Expenses, 
by: 


1. Elimination of superfluous over- 
head. 

2. Districting of equipment by make 
of truck to simplify maintenance 
and operation. 

3. Standardization of service policies 
and shop procedures. 


Facilitation of Executive Supervi- 
sion, by: 


1. More efficient handling of motor- 
transportation problems. They have 
become such a large, technical and 
complex factor in the operation of 
many industries as to demand the 
same type of centralized control 
(or coordination) that is exercised 
over other important departments 
of the business, such as merchan- 
dising and production. 

2. Elimination of inter-organization 
friction, intrigues, and controver- 
sies, through codified standard 
practice and clearly defined au- 
thorities. 

3. Educational activities to overcome 
antiquated and expensive practices. 

4. Standardization of cost-accounting, 
permitting the experience of one 
unit or subsidiary to be cited for 
the benefit of other units without 
costly experimentation by the other 
units. 

5. Exercise of closer scrutiny and im- 
proved judgment in replacement of 
worn-out or unsuitable equipment, 
because of broader perspective fur- 
nished by uniform cost-accounting 
and centralized control. This ever- 
present problem is one demanding 
keen analysis and a high degree of 
coordination if wasteful practices 
are to be avoided. 

6. An improved spirit of cooperation 
among employees due to the exis- 
tence of clearer job-standards and 
corresponding ability to compare 
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the performance records of em- 

ployees. 

I quote with appreciation the fol- 
lowing paragraph from D. K. Wilson 
of Niagara Mohawk Power Co. in the 
June, 1952, issue of Electric Light and 
Power magazine: 

Transportation, being a highly spe- 
cialized internal service department, 
completely unrelated in techniques to 
the main business of a public utility, 
is best set up as a strong, centralized, 
straightline department, with actual, 
rather than advisory, control of all 
vehicles and all transportation policy 
and practice. This statement applies 
to companies of all sizes, as propor- 
tionately comparable savings will ac- 
crue to small companies, as to the 
larger, more widespread, systems. 
Confusion and, therefore, lack of 

clarity as to scope, and degree of con- 
trol, are even indicated by the various 
titles given to operators, e.g., equip- 
ment superintendent, transportation 
supervisor, automotive engineer, 
maintenance manager, manager auto- 
motive department, etc. I am indebted 
to Lt. Col. W. A. McCutcheon, for a 
recent letter on this subject, which 
stated in part: 


It occurs to me that, as applied to 
top-flight motor vehicle superinten- 
dents, the fundamental title automo- 
tive engineer should be broadened to 
automotive and transportation engi- 
neer, for in many cases, both trans- 
portation and maintenance are re- 
sponsibilities of one person. Frankly, 
I have wondered why we didn’t “move 
in” to the transportation field long 
ago. 


The following is quoted from J. M. 
Orr of Pittsburgh: 

I dislike the term “transportation 
superintendent”; it always implies a 
man who is charged with the respon- 
sibility of operating a plant selected 
by someone else and who has no lati- 
tude or opportunity to put into prac- 
tice beneficial measures he has learned 
from his previous experience to im- 
prove applications and_ conditions. 
Much psychological good would result 
from use of the term “transportation 
manager” in its stead. 

It is currently the opinion of many 
industrial analysts that the word 
“economy” soon may emerge from its 
uneasy retirement and arise to chal- 
lenge us once again. So with that as 
an additional prod, let us dwell briefly 
upon the previously cited three ele- 
ments of the “whole package” of fleet 
management. 

Equipment selection should avoid 
rule-of-thumb procedures. Even though 
a like-for-like vehicle replacement is 
indicated, today’s changed operating 
conditions, legal and otherwise, should 
be scrutinized carefully. This is es- 
specially important with respect to 


June, 1953 


cargo vehicles intended for largest 
possible carrying capacity, where the 
owner’s aim is optimum economy. 
Such vehicles are often so “tailored” 
in respect to dimensional and axle 
specifications as to inhibit maximum 
efficiency. Certainly this point de- 
serves particular emphasis in the util- 
ity industry, where complex, highly 
specialized labor-saving automotive 
equipment is of such high importance. 

Careful pre-selection job studies not 
only will clarify the above problem but 
also will result in the most effective 
“compromises” (and I believe that 
word necessarily applies in many in- 
stances) in respect to horsepower, axle 
ratios, tare weight, and other elements 
of importance. 

Skilled vehicle and special equip- 
ment selection has received increasing 
and very beneficial study in recent 
years, but one goal has received too 
little comment, namely that of reduc- 
tion of capital investment, a matter 
of high importance to corporation ex- 
ecutives. Improper selection, as well 
as unintelligent utilization, contribute 
to an imprisonment of capital which 
well could show a greater investment 
return elsewhere in the corporate pic- 
ture. 

Similarly, equipment retirement de- 
serves intensive study. It is a difficult 
problem, loaded with variables, which 
I doubt will ever be solved completely 
either by educated guess or by mathe- 
matics. The operator must use his 
soundest judgment in retirement stud- 
ies (as in vehicle transfers) with over- 
all economy in mind. That somewhat 
vague term “over-all economy” refers 
specifically here to (1) operating ex- 
pense, (2) investment account, and 
(3) to a constant realization that both 
(1) and (2) are cash out of the cor- 
porate till. 

One last word on this subject. Total 
transportation cost is, of course, equip- 
ment cost (controllable and fixed) 
plus operator cost. I believe that in 
many instances since World War II 
operator cost is rising at a greater 
rate than vehicle cost. Analysis may 
disclose individual instances where to- 
tal costs may be somewhat reduced by 
the purchase or assignment of a 
delivery vehicle larger than formerly 
deemed necessary. The idle time of 
such vehicle will be increased, but the 
driver may return to his base much 
sooner, there to devote his time to 
other work, such as warehousing, etc. 

Though the public utility industry 
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has many delivery vehicles, its great- 
est emphasis must, I presume, be 
placed on specialized vehicles. Here 
again I quote Don Wilson: 

Savings in vehicle replacement ac- 
crue not alone in original investment 
in the vehicle, or its subseqeunt main- 
tenance expense, but in the cost of the 
work the vehicle is to do, as well. In 
fact, mahy of the greatest savings 
effected by a competent automotive 
fleet engineer may not be truly re- 
flected in actual transportation costs 
at all but largely in the cost of the 
job on which the vehicle is working. 
Therefore, in competing with other 
segments of a corporation’s operation 
for capital funds, it often obtains that 
the purchase of one piece of special- 
ized equipment represents a more 
profitable over-all internal investment 
than the equivalent dollar expenditure 
for several small cars or trucks. 
That detailed attention to the ever- 

changing art of maintenance and to a 
maintenace organizational structure 
properly designed for the individual 
fleet, scattered or otherwise, will con- 
tribute to economy is self-evident. 

It must suffice here to emphasize the 
necessity of establishing suitable 
standards relative to personnel and 
equipment and their utilization and to 
underscore the benefits to owners of 
maintenance research on a variety of 
items. Manufacturers, also, will be 
benefitted if they will examine fleet 
records of failure frequency and con- 
sult with men who earn their living 
keeping fleets rolling with a minimum 
of cost and of down-time. 

It will be recalled that Col. McCut- 
cheon said, “I have wondered why we 
didn’t move in to the transporation 
field long ago.” I believe he had in 
mind that whereas maintenance is an 
established art, and whereas increas- 
ingly effective thought is being given 
to equipment selection, much remains 
to be developed by way of acceptable 
practice in vehicle utilization. In this 
I concur. 

I believe much remains to be done 
in the collection of an adequate amount 
of operating data, in correlating such 
data, and _ establishing standards 
thereby to the extent possible, cover- 
ing loading time, running time, un- 
loading rates, clerical time of vehicle 
operators, and the like. Such studies 
can be of great practical use in reduc- 
tion of operating expense and of capital 
investment. Whereas this comment ob- 
viously applies to delivery vehicles, cer- 
tainly the development and improve- 
ment of standards and recommended 
practices in the usage of specialized 
public utility automotive apparatus 
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will always be a “pay-dirt” challenge. 

Such studies also can be helpful in 
some of the elements of equipment se- 
lection. For example, the effect of traf- 
fic congestion sometimes can be mea- 
sured in terms of driver cost and ve- 
hicles with more appropriate power 
and gear ratio supplied. 


No discussion of vehicle operation 
can be complete unless reference is 
made to rather recently developed tech- 
niques of selection and training of 
equipment operators and their super- 
visors. Some of them are exceedingly 
effective. Such a program should be 
high on the agenda of fleet manage- 
ment objectives. Results definitely tc 
be anticipated are: 


1. Lower maintenance expense through 
reduction of accidents and insur- 
ance premium cost resulting there- 
from. 

2. Notable reduction of the so-called 
“hidden costs” which are caused by 
operator ineptitude. (I refer to 
auxiliary equipment as well as to 
vehicles.) 

3. Greatly enhanced morale. The de- 
velopment of pride of attainment 
of genuine professional status as a 
driver and equipment operator is 
not only a highly desirable goal of 
management-employee relations but 
will achieve such eminently prac- 
tical results as faster round-trip 
time due to reduced roadside con- 
sumption of coffee. 

4. Improved union relations, largely 
because of employment of opera- 
tors of superior personal and job 
qualifications. The percentage of 
rejection of operator candidates is 
some measure of the effectiveness 
of a sound program of selection. 


I bow with real appreciation to Amos 
E. Neyhart, and others, who some day 
will be acclaimed as pioneers in the de- 
velopment of driver selection and 
training practices of great and prov- 
able benefit. 

I should like to dwell a bit on certain 
important qualifications. 

Let me quote in part from Thomas 
H. Nelson :1 


Today 50 per cent or more of the 
specifications (of a manager) have to 
do with the ability to plan, organize, 
build morale and teamwork, establish 
good public relations and build for 
continuity, matters beyond his tech- 
nical specializations. 

The specifications put increasing 
emphasis on his ability to get results 
through others. That, I believe, is the 
very essence of being a manager. 

Another characteristic of this new 
type of manager is that he thinks in 
terms of functions rather than merely 
in terms of specific operations, and 
specific methods, which should be the 
responsibilities of subordinates. 





1 Partner, Rogers, Slade & Hill; New 
York. Quoted by Modern Industry Maga- 
zine. 


Page 201 


There are five basic functions: (1) 
planning, (2) organizing, (3) direct- 
ing, (4) coordinating, and (5) con- 
trolling. 


Genuine executive ability, and all 
the term implies, is a management 
“must” in the fleet operator. I know 
many of these men, hold them in high 
regard, and have some knowledge of 
their problems, both internal and ex- 
ternal. 

However, there is a marginal fringe 
composed of men living complacently 
in the smug shadow of past experi- 
ence, lacking the intellectual drive to 
create new experience and the desire 
to listen to others. Past President of 
the S.A.E., C. F. Kettering, once said, 
“When a man gets to a point where no 
one can tell him anything, the only 
thing to do with him is to bury him.” 
Such men will do well to remedy their 
swivel-chair inertia and their home- 
office complex by getting out in the 
field more frequently and right down 
to the lowest echelons of automotive 
operation and maintenance. This 
should develop a constant urge for bet- 
terment. 


Of course, there are examples of 
higher company executives who are 
lacking in automotive knowledge and 
therefore in understanding of the 
proper scope and responsibilities of the 
job. In such instances, the fleet opera- 
tor must realize that ample, thought- 
provoking data easily may be developed 
with which to impress the boss with 
his automotive facts-of-life. 

As for the higher executive who has 
not been close to his motor vehicle 
problems, I suggest that he answer the 
following self-questionnaire: 


1. What is my total 
investment? 

2. What is my total annual expense 
for motor vehicle operation, main- 
tenance, fixed charges, and the like? 

3. How many units does my company 
own? 

4. How many units does my company 
rent? 

Why? Don’t peak loads occasionally 
warrant renting? 

5. Have I an adequate cost system for 
control of automotive activities? 

6. How does my expense per ton-mile, 
per man-hour, or other basis of 

measurement, compare with that of 
other companies in my industry? 
How are my net profits affected 
thereby? 

. Are the activities and responsibili- 
ties of my automotive personnel 
properly organized, coordinated and 
charted? 

8. Is my fleet manager properly quali- 
fied, technically and as a business 
executive? 

9. Have I given him sufficient author- 
ity to enable him to exercise ade- 
quate control? (This includes the 


motor vehicle 








Page 202 


vital function of pooling and of 
intra-company equipment transfer 
to meet work fluctuations.) 

10. Do I consult with him frequently 
enough? 

The company executive, if he will 
but spend intensively the right amount 
of time on this complex problem, can- 
not help but gain the complete under- 
standing which is necessary if he is to 
reap the benefits which can be achieved 
only as a result of his final authority. 

In respect to technical qualifications 
and duties, the fleet operator, as L. V. 
Newton said years ago, should “1. have 
a good education, preferably engineer- 
ing training; 2. preferably have a good 
working knowledge of motor-vehicle 
repair work gained through actual ex- 
perience in automotive repair shops.” 

The value to his organization (and 
to the industry) of the man charged 
with fleet management is of course 
greatly enhanced by his ability, thor- 
ough technical training, and/or ex- 
perience to understand intimately the 
construction, proper usage, and main- 
tenance of the complicated, expensive 
equipment which he commands. As 
F. K. Glynn of A. T. & T. once said, 
he must be able to “determine the most 
efficient type, make, and size of chassis, 
body, accessories, and auxiliary equip- 
ment for the job.” 

He must be thoroughly proficient 
and precise in coming to conclusions as 
to minimum field operating require- 
ments. This includes necessary horse- 
power to achieve maximum over-all 
economy (including driver cost), di- 
mensional fundamentals such as wheel 
base, cab-to-axle distance, king pin off- 
set, suitable axle ratios, proper trans- 
mission, design and selection of bodies, 
and many other items. 

He must be capable of making staff 
studies of a multitude of problems, in- 
cluding maintenance research, unusual 
designs to fulfill particular cases, diesel 
vs. gasoline power as applied to his 
operation, cause of failure of parts or 
components, and so on. 

He must be keenly and constantly 
aware of the fact that the major target 
of his training and experience is that 
of applied science, the production of 
something useful; in his case, economy 
of automotive and special equipment 
capital investment as well as operating 
expense. 

He need not be qualified to specify 
the proper physical, chemical, and de- 
sign characteristics of a crankshaft, 
but he should understand thoroughly 
the fundamentals of over-all vehicle 
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and equipment design—and detailed 
specification requirements in terms of 
predetermination of the job the equip- 
ment is intended to satisfy. 

He need not be a qualified fuels and 
lubricants man, but he should be basi- 
cally grounded in this complex subject. 
Indeed, he will do well to have much 
more than a nodding acquaintance with 
all automotive and equipment problems 
within the scope of his operation. 

I do not imply that he must be a 
“‘jack-of-all-trades,”’ but he must ener- 
getically study technical matters rele- 
vant to his responsibilities. Certainly 
the amount and quality of his know- 
how will be inverse to his static in- 
ertia. 

He should shun study-for-study’s- 
sake and get into the arena of real 
contribution, not only to his company 
but to the automotive and to other 
industries related to his work. The 
transportation and maintenance bib- 
liography contains many excellent ex- 
amples of such contributions, such as 
of recent date, the compilation of ex- 
cellent recommended practices con- 
cerned with vehicle ability by the So- 
ciety of Automotive Engineers. 

I believe that I would be remiss if I 
did not at this point emphasize a 
fundamental matter of long-standing 
importance which, I think, demands 
less of perfunctory concurrence and 
more of shirt-sleeved attention. The 
fleet operator is eager for improve- 
ment of designs and materials. So is 
the vehicle manufacturer. In regard 
to collection of factual and useful fre- 
quency-of-failure data, in consultation 
as to needs with respect to mainten- 
ance cost reduction through better ac- 
cessibility, in many other matters, the 
fleet owner could be of much more use 
to the manufacturer than he is. I 
quote from remarks I made years ago 
before the ninth National Transporta- 
tion Meeting of the S.A.E.: 

One of the most important relation- 
ships which can exist between the 
transportation executive and the man- 
ufacturer has to do with trends in 
motor-vehicle design. The importance 
of this is self-evident. The manufac- 
turer who accurately can forecast de- 
sign trends so that he may be in 
a more favorable position to know 
just what to build is fortunate indeed. 

I firmly believe that considerable 
guesswork which must be undertaken 
under present conditions can be elimi- 
nated. Buyers and sellers should, by 
all means, draw closer together in 
matters of transportation and design 
research. For one thing, it is incum- 
bent upon the manufacturer to insist 
that his engineers spend more per- 
sonal time with buyers. The inade- 
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quacy of such contacts in the past 
cannot properly be explained. It is 
true that the engineer who calls upon 
a great number of buyers in many 
different vocations will receive many 
conflicting and contradictory state- 
ments, many of them of no signifi- 
cance. He will, nevertheless, observe 
trends and receive some splendid sug- 
gestions from operators. Too often 
does the manufacturer’s designing en- 
gineer cloister himself in his own 
office and depend upon his examination 
of competitors’ specifications and con- 
versations with his own personnel, 
instead of personally exposing himself 
to the customer, the man who ulti- 
mately pays his salary. 


More personal contact between 
transportation executives and the de- 
sign and production engineers, who 
bring into being the equipment they 
buy and operate, should have a whole- 
some effect. It is gratifying to learn 
that one heavy duty manufacturer 
initiated effective steps in that direc- 
tion only last April. The sales de- 
partment is usually ineffectual in its 
endeavor to be a. catalytic agent be- 
tween the operator and the design 
engineer. 

In my attempt to provide in preced- 
ing remarks a reasonable job evalua- 
tion of fleet management, for reasons 
of space I had to refrain from explora- 
tion of many interesting corollaries 
and deductions. I have tried largely 
to retain, as twin threads of the story, 
the management and the technical 
aspects of the job. I hope the paper 
may on occasion prove useful in re- 
spect to recommended practices, to 
fleet managers, and to the senior man- 
agements of both users and producers. 

As a salutary closing, I can think of 
nothing more beneficial than the fol- 
lowing words of 8.A.E. Past-President 
H. L. Horning: 

The cost of turnover among techni- 
cal men is negligible compared with 
the possibilities that lie dormant in 
most of them. The major causes of 
turnover are the failure of manage- 
ment to exercise sufficient care in 
choosing men for employment and to 
surround them with conditions which 
stimulate them to produce their best 
results. The secondary cause lies in 
the unwillingness of the men: to sacri- 
fice time and effort and make the con- 
stant drive toward perfecting them- 
selves that is the price of success. 
Management receives its greatest en- 
couragement to help men who are 
willing to help themselves. The man 
who gives untiring effort outside of 
his working hours to perfecting him- 
self has best chance of achievement, 
and if the efforts are well and persis- 
tently directed, they will always pro- 
duce results. 

Surely, these, in eloquent simplicity, 
are fundamental truths, both for top 
management and the fleet executive. 
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EFORE embarking upon a dis- 
B cussion of planning activities, 

it would be well to become ac- 
quainted with the area served and 
the power systems which are called 
upon to do the job. 

The principal electric systems in 
the area are the Niagara Mohawk 
Power Corp., New York State Elec- 
tric & Gas Corp., and Rochester Gas 
and Electric Corp. These systems, to- 
gether with a number of municipal 
and small independently owned sys- 
tems which receive all or a major part 
of their power requirements from the 
interconnection, have become known 
as and are generally referred to as 
the Upstate New York Interconnected 
Systems. 

There are ties along the Niagara 
Frontier and at Massena with the 
Southern Ontario System of the 
Hydro-Electric Power Commission of 
Ontario and at Massena with the 
Quebec Hydro-Electric Commission 
through the Aluminum Co. at Mas- 
sena, which also operates a hydro 
station of substantial capacity at 
that point. 

The upstate New York system op- 
erates as a part of and in parallel 
with a vastly larger network consist- 
ing of (1) the Northeastern Inter- 
connection including most of the 
systems in the New England States, 
exclusive of Maine, together with the 
metropolitan New York and Long 
Island systems and (2) the Pennsy!- 
vania-New Jersey and the Baltimore- 
Washington interconnections. 

The combined peak load of all the 
above systems was some 21,000,000 
kw in December, 1952, and that of the 
Northeastern Interconnection which 
operates regularly in parallel and of 
which upstate New York is a part 
was over 10,000,000 kw. Of this, the 
upstate New York system contrib- 
uted nearly 3,400,000 kw. 

To supply the above requirements 
in upstate New York, there were as 
of December, 1952, (1) 98 hydroelec- 
tric stations with a combined capa- 


bility under median stream-flow con- 
ditions of 1,100,000 kw, ranging in 
capacity from a few hundred kiio- 
watts for some of the smal] plants 
on interior streams to the 360 mw 
Schoellkopf Station at Niagara Fails, 
(2) 18 steam-electric plants with a 
total capability of 2,300,000 kw, with 
capacities beginning with 20 mw for 
the small plants in Elmira and Al- 
bany to the great Huntley Station on 
the Niagara River near Buffalo hav- 
ing a total capability of 650 mw, 
which is being increased this year to 
850 mw, and (3) arrangements for 
the supply of 270 mw from neighbor- 
ing systems. This makes a total capa- 
bility of 3,670,000 kw. 

The gross margin of reserve was, 
therefore, 270 mw or about 8 per cent 
of the area peak load which would be 
reduced to 200 mw or to 6 per cent 
under adverse hydro conditions. This 
narrow margin of reserve resulted 
from restrictions imposed during 
World War II on the construction of 
new capacity, the unprecedented in- 
crease in demand following the close 
of the war, and the rapidly expand- 
ing requirements of the defense pro- 
gram after the outbreak of hostilities 
in Korea. To maintain this minimum 
margin between requirements and 
available supplies, there are now 
under construction or authorized the 
following amounts of new generating 
capacity scheduled for service in the 
years indicated. 


ae 472 mw 
iL a 117 
ae 203 
i ae 17 

809 


The above is in addition to 1170 
mw brought into service from the 
close of the war through 1952. Thus 
the capacity added since World War 
II which is now in service, under con- 
struction, or authorized through 1956 
totals 1979 mw, an increase of about 
90 per cent over that available at the 
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close of the war. These figures are 
given as an indication of the magni- 
tude of the capacity planning prob- 
lem in this area. 

Nearly 40,000 square miles of ter- 
ritory containing a population of 
over 5,000,000 is served by the com- 
panies of the upstate system in ad- 
dition to that served by smaller 
systems generating their own re- 
quirements for purchasing power in 
bulk from the interconnection for 
resale to their own customers. 

The area, extending 330 miles east 
to west and 260 miles north to south, 
provides a highly diversified load 
ranging from heavy electrochemical 
and electrometallurgical industries 
along the Niagara Frontier and at 
Massena in blocks up to 150 mw hav- 
ing annual load factors in excess of 
90 per cent down through all manner 
of other industries, commercial un- 
dertakings, homes, and to an almost 
completely electrified rural and farm 
area. 

These markets produce a daily load 
curve with a substantially higher 
base load than most systems experi- 
ence and having an annual load fac- 
tor around the 70 per cent level but 
with the characteristic peaks and 
valleys on the top of the load curve. 
A typical week day, Saturday, and 
Sunday load curve for the Niagara 
Mohawk System, which comprises 
about 80 per cent of the upstate in- 
terconnection load, is shown on Fig. 
1 to illustrate the type of load varia- 
tion which must be handled in the 
day-by-day operation of the system. 

Each of the principal companies 
comprising the interconnection is the 
result of series of consolidations of 
many smaller companies, which has 
taken place over the years accom- 
panied by a corresponding intercon- 
nection and integration of their phys- 
ical facilities. This integration in 
itself was a planning problem of major 
proportions, involving tying isolated 
areas into the pool, standardizing 
transmission voltages and frequen- 
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cies and the removal of transmission 
“bottlenecks.” These efforts resulted 
in all power sources and load areas 
being completely interconnected by 
a network of high-tension transmis- 
sion lines which permits the com- 
pletely integrated operation of all 
properties. Such integration implies, 
among other things, full coordina- 
tion in (1) the planning of capacity 
additions to meet load growth, (2) 
power plant outputs for maximum 
economy, and (3) outages of genera- 
tion and transmission facilities for 
maintenance. 

It should be pointed out at the out- 
set that one of the main guiding 
principles during the process of in- 
tegration was to arrive at the objec- 
tive with the minimum over-all cost. 
Ties among the various head areas 
were designed only to provide an out- 
let for surplus capacity within an 
area or to provide a source to meet 
deficiencies in supply. Because of the 
widely scattered hydro sources and 
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the fact that the area provides many 
suitable locations for thermal capac- 
ity with a relatively small differen- 
tial in fuel costs, loads and capac- 
ities in the various areas could be 
reasonably well balanced without the 
need for heavy transmission ties or 
the use of extra high transmission 
voltages. This explains the absence 
of transmission voltages higher than 
115 kv and 138 kv in upstate New 
York. This situation can and prob- 
ably will change with the advent of 
large new blocks of hydro capacity, 
such as the proposed Niagara and St. 
Lawrence developments. 


Planning Methods Employed 


From this point on, the discussion 
will be confined to the methods and 
procedures employed by Nigara Mo- 
hawk in system planning. It should 
be emphasized, however, that the 
other systems use similar methods 
and the efforts of all are completely 
coordinated through frequent meet- 
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Fig. I—Types of Load Variation 
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ings and discussions by the engi- 
neering and operating staffs of the 
various companies. Thus the ideal of 
coordinated planning for the inter- 
connection as a whole is very closely 
approached. Capacity pooling ar- 
rangements have been worked out by 
contract to insure that capacity addi- 
tions arrived at by coordinated plan- 
ning are operated in such a manner 
that the maximum benefit to all is 
realized. Such coordination of opera- 
tion now extends beyond the borders 
of the upstate New York systems to 
embrace the other interconnected 
systems mentioned earlier to the 
greatest extent humanly possible in 
such a widespread and complex 
power network. 

In the ideal system, generating 
capacity will always be sufficient to 
meet the requirements of the load 
plus enough to cover necessary 
scheduled outages for maintenance 
purposes and unscheduled or forced 
outages due to equipment failures 
while in service. Less reserve capac- 
ity than this will lead to inferior 
service, i.e., the necessity of load 
rejection more frequently than is 
considered good practice. More re- 
serve means unnecessary capital in- 
vestment and insufficient earnings 
thereon. Inasmuch as the acquisition 
of new generating capacity usually 
takes up to three years, the require- 
ments of the load must be estimated 
at least that far in advance for any 
system whose load is growing, which 
applies to practically every system 
these days. 


The Load Forecast 


As indicated from the above, this 
element in system planning is all 
important. Various papers have been 
written on the subject from time to 
time in both technical societies and 
industry associations. It is far from 
an exact science as it involves long 
range predictions of the economic 
status of the nation as a whole where 
past experience is the only specific 
guide we have to go by. Several lines 
of attack on the problem have been 
explored, and I would like briefly to 
outline two of them. 

The first has sometimes been re- 
ferred to as the analytical method. 
Here the energy sales for the period 
of record are first broken down by 
months or by years as required into 
sales by classes of service, i.e., farm, 
residence, commercial, industrial, 
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Fig. II—Projection for Long-Range Forecast 


etc., and trend lines are established 
for each separate class of service. 
Second, the trend lines for each ser- 
vice classification are projected into 
the future, using such guides as esti- 
mated increase in number of custom- 
ers, increased use per customer, etc. 
Third, for any future year desired, 
the total energy sales are estimated 
by adding up the projected sales for 
each class. Lastly, the energy sales 
so determined may be converted into 
estimated peak load requirements by 
the use of suitable loss factors and 
load factors. Thus, this method may 
be used to determine a plant expan- 
sion program as well as to estimate 
revenue, expense, and capital fund 
requirements. Niagara Mohawk and 
its predecessors have used this ap- 
proach up to and including the third 
step for many years for short-term 
forecasts required for budgetary 
purposes. 

However, for the longer-range 
forecasts which are necessary to 
plan a plant expansion program, 
Niagara Mohawk has chosen to use 
the more direct approach sometimes 
known as the statistical method. 
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Here we deal directly in system peak 
loads. Again a trend line of past per- 
formance is determined for the pe- 
riod of record and projected into the 
future, using whatever guide posts 
that can be found. One of the most 
valuable of such guides is the per- 
formance of many long established 
industries, such as iron and steel, 
copper, railroading, etc., each of 
which has had a much longer life 
span than the comparatively young 
electric power industry.! A remark- 
able similarity is found in the life 
history of these industries, each 
starting in a small way with slow 
growth during the early formative 
years, a gradual picking up in the 
rate of growth, then a “skyrocket- 
ing’ period followed by a leveling 
off where the rate of growth begins 
to approach that of the population. 
This produces the familiar “S-Curve” 
of saturation which is illustrated in 
Fig. 2 on arithmetic coordinates and 
in Fig. 3 on semilog or ratio coordi- 
nates. The latter is somewhat more 





1 Dewey and Dakin: Cycles—the Science of Pre- 
diction, Henry Holt and Co. 
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Fig. I1I—Projection for Rate of Growth Change 


convenient to use in studies of this 
character, because changes in the 
rate of growth are more readily ap- 
parent. 

Two warning flags should be 
posted at this point when using the 
reasoning outlined above. 


1. The long-term trend of an in- 
dustry’s growth may be sud- 
denly and violently changed by 
the advent of some new and tre- 
mendous use for its product. 
Witness the copper industry 
which appeared to be reaching 
its saturation point near the 
turn of the century. At that 
time the electric power industry 
was just beginning its period 
of rapid growth and a new mar- 
ket was created for copper prod- 
ucts greater than the combined 
markets of previous years. Such 
an abrupt change in the life- 
time trend is indicated by the 
broken line on the illustrative 
curve of Fig. 3. The electric 
power industry must ever be 
aware of the possibilities of 
such an upheaval in its rate of 
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Fig. IV—Total Production of Electric Energy 


growth and be prepared to cope 
with it when and if it comes. 
Electric house heating, nuclear 
energy, and other factors now 
on the horizon have fascinating 
possibilities in producing such 
an upheaval and must be care- 
fully watched in the years to 
come. 

2. All the above remarks apply 
to the “lifetime trend” of an 
industry where the trend line 
cuts through the middle of the 
peaks and valleys caused by 
booms, wars, and depressions. 
Any trend line established in a 
short period of time will be 
seriously influenced by the dis- 
tortions introduced by these 
short-period disturbances cr 
cycles which may be one, two, 
or up to several years duration. 
This will be shown a little later. 


Now, how can the above reasoning 
be applied to forecasting the peak 
demands on the Niagara Mohawk 
System? We referred to the “lifetime 
trend” as of utmost importance. The 
usable records of peak loads on the 
system go back only to 1932 because 
of the many mergers and consolida- 
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tions previously referred to. This is 
obviously too short a time to deter- 
mine a life trend, particularly as it 
includes a depression, recovery, a 
world war, and other disturbing in- 
fluences. There we must look for 
other indices covering the life span 
of the electric power industry and 
test the correlation between such 
indices and the growth of peak power 
requirements on our own system. 
About the only reliable guide we 
can find in this field is the total pro- 
duction of electric energy in the 
United States beginning about the 
turn of the century. Fig. 4 shows a 
plot of this quantity gathered from 
EEI and FPC sources. Here the diffi- 
culties of using arithmetic coordi- 
nates is immediately apparent. The 
rate of growth from year to year is 
obscured by the tremendous growth 
during the “skyrocketing” period. 
Let us, therefore, replot the curve 
on semilog or ratio coordinates as in 
Fig. 5 where the rate of growth and 
its relation to population is imme- 
diately apparent. Now we can add 
lines for energy production in New 
York State and on the Niagara 
Mohawk System, which has been 
done in Fig. 6, Fortunately, we find 
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Fig. V—Rates of Production and Population Increases 


that a remarkable degree of correla- 
tion exists between the total energy 
production in the United States and 
that in successively smaller areas, 
such as in New York State and in 
the Niagara Mohawk service area. 
Fig. 7 shows the trend of the Niagara 
Mohawk 60-cycle peak load compared 
to that of U. S. energy production 
where the same correlation appar- 
ently exists. 

It would appear, therefore, that 
the record of total energy production 
in the U. S. extending back practi- 
cally to the beginning of the indus- 
try can be used to establish the 
pattern of growth for the Niagara 
Mohawk 60-cycle peak load, and we 
have at hand a pretty fair guide 
for projecting the long-term growth 
trend into the future, as has been 
done in Fig. 7. The 25-cycle load 
of the Niagara Mohawk System, 
amounting to about 750,000 kw, has 
been excluded from this analysis as 
it is now “pegged” by filed rate 
schedules at its present level. 

The foregoing establishes the basic 
trend line to which must be added 
certain large load increases due to 
the defense program which have 
been determined by customer sur- 











June 


2 
Oo 
6 
| 
ra) 
g 
a 
0 
2 


e-noa ¢ 


oe ow < 





953 


POPULATION: MILLIONS 


lat 
on 
ti- 
1S- 
he 
ra 
we 
de 


en 
ad 


as 
as 


ite 


3ic 








June, 1953 


PRODUCTION 






EDISON ELECTRIC INSTITUTE BULLETIN 





Z 
fe) . 
= ae 
ee Ae 
OL ¥ 
r a2 6 
2 3 S a iL 0 
x = 
a 420 Z 
66 ze 
29 796 «J 
g 0 “7 8 
* 20s ; 
a5 
o2 qo 6 
5 5 
2 > : 
1Z 
0 
a 
a 
u 
- 
u 
0 
3 
8 S 3 2 2 
a 2 . 2 é 2 2 2 2 2 
Fig. VI—Comparative Production 
veys. Such abnormal increases on line of reasoning turned out to be. 


the Niagara Mohawk System are 
expected to amount to more than 
500,000 kw by the end of 1954, and 
their effect on the total 60-cycle load 
is shown by the dotted line on Fig. 7. 

Will all these loads come on as 
scheduled? If so, how long will they 
remain? Are they likely to become a 
permanent part of our economy? 
These are the $64 questions facing 
us today and facing every other elec- 
tric company having large blocks of 
so-called defense loads assigned to 
its territory. There does not seem to 
be any reliable answer at this time. 
The easy answer would be “no,” i.e., 
within a comparatively few years 
these loads would fade out and we 
would be back to our normal trend 
line. A warning against accepting 
this conclusion too readily is con- 
tained in the experience following 
the close of World War II. It was 
universally agreed that with the 
shutdown of war production indus- 
try, it would be a matter of several 
years before normal growth brought 
power requirements back to the level 
of the war years. Of course, we all 
are well aware of how wrong that 


On the Niagara Mohawk System, 
after a brief lull in late 1945 and 
early 1946, the peak load for 1946 
turned out to be 100 mw higher than 
the peak of the war years—in the 
first year following its close. Will 
this same situation be repeated or 
are we dealing with an entirely dif- 
ferent set of circumstances? 

I have dwelt on the subject of load 
forecasting at considerable length 
because it is the basic factor to 
which all system planning must be 
geared. I believe we have developed 
a rather simple and readily applied 
method of handling this complex 
problem. Of course, only time itself 
will tell if our approach is a reason- 
able one, 

One implication of this method is 
that other methods using a per cent 
per year constant rate of growth, 
which means that the load will 
double during each period of x years, 
must be used with caution except, 
perhaps, for a very short period of 
years. A constant rate of growth 
even in the 5 to 10 per cent range 
will produce rather fantastic results 
if extended too far into the future. 
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Reserve Capacity 

In addition to providing capacity 
sufficient to carry the load, a power 
system should have sufficient mar- 
gin of capacity to cover scheduled 
maintenance outages and unforeseen 
forced outages in order that an ac- 
cepted degree of service reliability 
may be offered. 

Experience has shown that it is 
necessary to schedule steam electric 
equipment including boilers out of 
service about two weeks each year 
with four- to six-week outages every 
third or fourth year, whereas hydro 
units may require two to six weeks 
only every five years. This is in addi- 
tion to short week-end outages for 
adjustments and minor repairs. 

Experience on the Niagara Mo- 
hawk System over the years indi- 
cates that about 4.5 per cent of in- 
stalled capacity will be adequate for 
this purpose. During years when 
large additions to capacity are made, 
this percentage applies to the aver- 
age capacity during the year. On 
other systems with a larger propor- 
tion of steam capacity, a higher mar- 
gin than the above will be required, 
whereas the predominantly hydro 
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system will require 
less. 


In former years certain arbitrary 
standards were accepted as a mea- 
sure of the reserve capacity neces- 
sary to protect against forced out- 
ages, i.e., capacity equal to one or 
more of the largest units, a fixed 
percentage of load or installed ca- 
pacity, etc. During more recent times, 
however, standards based on prob- 
ability methods are being more widely 
adopted, being recognized as the only 
really rational approach to the solu- 
tion of this problem. This method 
involves application of the probabil- 
ity theory with consideration of the 
following factors, among others: 


substantially 


1. Degree of service reliability re- 
quired, i.e, how many rejec- 
tions of load can be tolerated 
in given period of time. 

2. The number and size of gener- 
ating units, including steam- 
electric units, boilers and hydro- 
electric units. 

3. The average inherent failure 
rate of each unit or group of 
units, i.e., the proportion of the 
total time when each may be 
expected to be out of service 
because of failure. 


The application of this method to 
a system having a very large number 
of units, both hydro and steam with 
a wide range of sizes, becomes very 
complex in that the mathematical 
operations required become almost 
unmanageable. Certain committees 
of the technical societies are work- 
ing on this problem with the object 
of producing short cuts that will 
simplify the problem and at the same 
time yield results with a degree of 
accuracy sufficient for the purpose. 

We have made several attempts to 
apply this method to the Niagara 
Mohawk System without much suc- 
cess. Pending the development of 
simplified methods, we have resorted 
to analogies to other systems with 
lesser number and variety of units 
but of comparable over-all size 
which have applied the method suc- 
cessfully to their systems. From 
these comparisons, we have con- 
cluded that a margin of about 12 per 
cent of peak load at its present level 
would produce the degree of service 
reliability we think we should have 
when considering both scheduled and 
forced outages. 


We have not yet attained this goal, 
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nor are we likely to within the next 
few years, assuming our load fore- 
casts are reasonably correct. Never- 
theless, our operations over the past 
decade and more have been quite 
satisfactory with a_ substantially 
lower reserve margin. This experi- 
ence may indicate that a somewhat 
lower margin than 12 per cent wi!l 
provide acceptable service. 

The foregoing then gives the basic 
principles upon which we decide 
when and how much additional gen- 
erating capacity shall be provided. 
This is very important as it involves 
the investment of many millions of 
dollars each year in new generating 
plant capacity alone. 

As stated earlier, one of our ob- 
jectives is to keep the investment in 
transmission at a minimum consis- 
tent with complete system integra- 
tion. Transmission lines produce no 
power but rather consume it in the 
form of losses. Therefore, it becomes 
desirable to match load growth in 
each major load area with new ca- 
pacity installed in that area. Obvi- 
ously, this reasoning cannot be ap- 
plied to new hydro developments 
which must be built, if economical, 
where the hydro power is located, 
and suitable transmission must be 
provided to the load areas or to the 
nearest point of connection with the 
existing main bulk power transmis- 
sion system. 

As a first step in accomplishing 
the matching of load and capacity by 
areas, the system is divided into 
three main operating divisions: (1) 
Western, extending from the Niagara 
River and Lake Erie eastward to a 
point near Rochester, (2) Central, 
extending eastward from the last 
named point to a point east of Utica, 
and (3) Eastern, being the balance 
of the area in eastern New York. 
The major load concentration in the 
Western Division lies along the 
Niagara Frontier. In the Central 
Division, the major load concentra- 
tions are in Syracuse and Utica, 
and in the Eastern Division, in the 
Albany, Schenectady, Troy triangle. 

Now, going back to the load esti- 
mates for a moment, having prepared 
estimates of the system load as a 
whole by the methods previously dis- 
cussed, we can break that estimate 
down into estimates by the individ- 
ual operating divisions by means of 
proportions developed through ex- 
perience over the years, with due 
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allowance for the location of large 
new blocks of load previously men- 
tioned. These estimates by divisions 
together with the existing capacity 
in each division immediately reveal 
where each increment of new ther- 
mal capacity should be located from 
the viewpoint of minimum transmis- 
sion investment. 

Other factors must be considered, 
of course, including the effect of the 
small differentials in fuel cost across 
the whole system, availability of 
suitable sites with respect to con- 
densing water, foundation condi- 
tions, transmission connections, and 
whether the increment can be made 
as an extension to an existing plant 
or whether it will require a new 
site. All these factors are carefully 
weighed and balanced before a deci- 
sion is made as to location. 

As an example of the results of 
such reasoning, our new thermal sta- 
tion at Dunkirk may be cited. Pre- 
vious studies indicated that some 
200 mw of new capacity would be 
required in the Western Division by 
late 1950. South and west of Buffalo 
was an area which we know as the 
“Southern Loop” containing such 
load concentrations as the cities of 
Dunkirk and Olean. This load had 
been growing to such an extent as to 
tax the capacity of the double circuit 
115-kv loop supplying it. Therefore a 
location for the 1950 addition w<s 
chosen on Lake Erie in the City of 
Dunkirk, a very short distance from 
the existing 115-kv loop circuits. The 
first two 100-mw units then practi- 
cally unloaded the loop lines at their 
supply point near Buffalo, thus mak- 
ing possible the doubling of the 
Dunkirk capacity at a future date 
with little increase in transmission 
investment. 

Similar considerations guided the 
establishment of new thermal sta- 
tions at Albany and Oswego and to 
the extension of the Huntley Station 
near Buffalo. 

Thus, since the war, 11 high-pres- 
sure, high-temperature single-boiler 
—single-turbine thermal units, nine 
of which employ the reheat cycle and 
each having a capability of 100 mw, 
have been added to the system or are 
now under construction with a rela- 
tively insignificant increase in trans- 
mission investment. The cross state 
115-kv transmission system remains 
rather lightly loaded under normal 
conditions and available for the 
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transfer of emergency power or 
economy energy in very substantial 
amounts in either direction. 

We have probably seen the last of 
new thermal units in the 100-mw 
capacity class. The next thermal ca- 
pacity to be added will undoubtedly 
be in the 150-200-mw range employ- 
ing still higher pressures and tem- 
peratures and the latest develop- 
ments in stator and rotor winding 
cooling methods, employing hollow 
conductors with internal direct cool- 
ing. 

Niagara Mohawk, as _ indicated 
earlier, is the result of a consolida- 
tion in 1950 of three principal oper- 
ating companies, Buffalo Niagara 
Electric Corp., Central New York 
Power Corp., and New York Power 
and Light Corp. These companies 
covered operating areas correspond- 
ing almost exactly with the present 
three operating divisions described 
earlier, i.e., Western, Central and 
Eastern, respectively. Each of these 
companies had built up its own engi- 
neering and planning activities over 
the years to deal with its own local 
activities. Following the formation 
of Niagara Hudson Power Corp., a 
holding company, in 1929, of which 
the three companies were subsid- 
iaries, and until the final consolida- 
tion in 1950, these. local activities 
were continued but were supervised 
on a system-wide basis, particularly 
as to standard practices. In addition, 
major system projects such as ther- 
mal and hydro plants, bulk transmis- 
sion facilities, and the like were 
planned and engineered by a single 
group for the system as a whole. 

When the final consolidation took 
place in 1950, it seemed wise to con- 
tinue the division engineering activ- 
ities in view of the widespread na- 
ture of the system properties and the 
widely diversified load areas they 
served. Thus in each division there 
is a division engineering organiza- 
tion headed by a division engineer. 
The activities of these groups are 
coordinated by the system supervis- 
ing engineer who reports directly to 
the vice president and chief engi- 
neer. 

These activities as far as electric 
plant is concerned have mainly to do 
with the subtransmission and distri- 
bution systems and load area plan- 
ning. This is a very important part 
of system planning, inasmuch as the 
capital investments required each 
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year in a rapidly expanding system 
such as Niagara Mohawk in recent 
years have been substantially equal 
to the investment in new generating 
capacity. Such investment is made up 
of almost countless major and minor 
orders, and their variety is practi- 
cally endless. 

It is not the intention in this paper 
to cover this field in any detail, as 
that would acquire an _ extensive 
paper of its own. Rather, it is in- 
tended to show why a decentralized 
organization where the engineering 
and planning can remain close to and 
intimately familiar with the complex 
local problems involved has been 
found to be best on the widespread 
Niagara Mohawk System. 
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The foregoing is an attempt to 
cover the high spots, so to speak, of 
system planning on the Niagara 
Mohawk System. It is not intended 
nor would it be possible to cover the 
subject in any great detail in a paper 
of this scope. Rather, it was hoped to 
convey some of the fundamental 
principles which serve as important 
guides in our over-all system plan- 
ning work. Probably these principles 
as outlined are pretty generally used 
throughout the industry, but per- 
haps our ways of using them may 
present some thoughts that will be 
useful to others. If this be so, our ef- 
forts in setting down these thoughts 
will be well rewarded. 





Developing Criteria for Effective 


Internal Auditing 


(Continued from page 188) 


activities within the company, in- 
cluding that of the auditing depart- 
ment. However, our reports must be 
accepted by other levels within the 
corporate structure. The report must 
be accepted by the plant controller, 
who is the primary subject of our 
audit comments. Audit comments 
must also be accepted by the staff 
supervisor, section head, and clerk 
maintaining the records. 

A really effective audit cannot be 
performed without the cooperation of 
these individuals. They must realize 
the importance of the function. They 
must be taught to look upon it as an 
aid in the performance of their 
duties, and not as an attempt to de- 
velop criticism of their personal 
performance. 

Acceptance of internal auditing 
can often be measured by the action 
taken at all levels of the organiza- 
tion in subscribing to and adopting 
the auditor’s recommendations. If 
auditing is really accepted, a system 
of follow-up should be in evidence 
requiring consideration and neces- 
sary action with respect to the audi- 
tor’s findings. Many audit reports are 
read, filed, and forgotten, and in the 
succeeding audit the same deficien- 
cies are noted. Regardless of the 
auditor’s capabilities or his profi- 
ciency, auditing becomes ineffective 
under such circumstances. Manage- 
ment acceptance — meaning accept- 
ance at all levels of management--is 


a primary criteria for effective intcr- 
nal auditing. 

Earlier in this discussion, com- 
ments were made regarding coordi- 
nating internal auditing with that of 
the independent public accountants. 
Acceptance by independent public 
accountants is also necessary for 
effective internal auditing. The pub- 
lic accounting profession has done 
much to promote internal auditing. 
Great reliance has been placed upon 
the work of the internal auditor by 
the public accountant in connection 
with the performance of his duties. 
The degree to which he relies upon 
the work of the internal auditor is 
significant in establishing the inter- 
nal auditor’s reputation and standing 
in his own organization. The internal 
auditor’s work must be accepted by 
the public accountant in order that 
maximum utilization of auditing 
effort may be realized and unneces- 
sary duplication avoided. 

In our present economy in which 
government has a great interest, and 
is, in effect, a partner in every busi- 
ness enterprise, the internal auditor 
is in a position to do much in main- 
taining satisfactory relationships be- 
tween the corporate organization and 
various governmental agencies. 

Thus, it can be seen that the results 
of our internal auditing efforts are 
important far beyond the realm of our 
immediate organizations. 








Survey of Heat Pump Installations 


Prepared by the Joint AEIC-EEI Heat Pump Committee 


HE Joint AEIC-EEI Heat Pump 
"[ commitin has periodically re- 

ported on the number of heat 
pump installations throughout the 
United States. The basis for these re- 
ports is data which have been sub- 
mitted to the Committee on special 
questionnaire forms. These question- 
naires cover the location, date of ini- 
tial operation, equipment data, heat 
source, type of space served, utility 
serving installation, and owner’s name 
and form the base of all committee 
tabulations, maps, and a central card 
index. 

The last report on this subject by 
the Committee was published in July, 
1948. Since that time, many new in- 
stallations have been made and sev- 
eral equipment manufacturers have 
entered the field. This report is in- 
tended to present the current picture 
of heat pump saturation as reported 
to the committee. 

Table I lists the number of installa- 
tions included in reports, tabulations, 
or maps prepared by the committee 
since its formation in 1947. 


Heat Pump Locations 


A chronological study of the maps 
on which the locations of operating 
heat pump installations are plotted 
will indicate those geographic areas 
where heat pump saturation has in- 
creased the most. Figure I on page 
211 shows a series of maps prepared 
by the committee at various intervals 
from 1950 to 1953. The shaded areas 
are those in which no operating heat 
pump installations have been reported. 

The top map in Figure I is based on 
data submitted to the committee prior 
to February 15, 1950. This map indi- 
cates that 13 states had no reported 
installations. The middle map _ is 


TasbLe I—NumBer or Heat Pumps 
INSTALLED, AS REPORTED TO JOINT 
AEIC-EEI Hear Pump CommMitrrree 








Heat Pump 
Installations Reported 


Date of Resi- Com- 

Information dential mercial — Total 
July 1947.... 46 114 160 
July 1948..... 101 146 247 
May 1949... 115 150 265 
February 1950 197 239 436 
December 1951 325 281 606 
March 1953. . 552 502 1054 





based on information received up to 
December 31, 1951, and is about two 
years later than the previous map. By 
the time the second map was prepared, 
information had been received on in- 
stallations in two additional states, 
Michigan and Iowa, so that only 11 
states remained without any reported 
installations. The bottom map is the 
most recent revision and is dated 
March 4, 1953. It will be seen that 
the shaded areas are decreasing—two 
more states have reported installa- 
tions, Montana and South Carolina 
and that at latest report only nine 
states have no reported installations. 
Marked increases will be noted in 
Texas, Louisiana, the Northwest, and 
most of the states east of the Missis- 
sippi River, particularly in Florida. 
In the study of Figure I, it should 
be remembered that each symbol on 





TasiLeE II—Tasutation or Heat Pump 
INSTALLATIONS BY STATE AND TYPE 








Resi- Com- 

State dential mercial Total 

1 Ala.. 10 17 27 
2 Avg... 5 6 11 
3 Calif. 63 111 174 
4 Colo. l 0 ] 
5 Conn. l { 5 
6 Be. l 2 3 
7 Fila. 130 151 281 
8 Ga. 23 25 48 
9 Ida. P 21 1 22 
10 Til.. 9 2 1] 
11 Ind. 23 7 30 
12 Iowa. l 0 I 
13 Kan. 4 2 9 
ToD Ae 2 6 8 
15 La. 8 19 27 
16 Md. 0 3 3 
17 Mich. : 3 2 5 
18 Minn.... 3 2 5 
19 Miss os 6 6 12 
20 Mo.... 10 2 12 
21 Mont. 1 0 I 
22 Nev.. 4 2 6 
23 W..J. 3 5 8 
24 N.Y. 5 l 6 
25 N. ©. g 5 14 
26 Ohio 22 15 37 
27 Okla. 0 I 1 
28 Ore. 17 17 64 
29 Pa. 2 2 4 
30 R. I. l 0 1 
a1 B.C... 2 3 5 
32 S. D. 0 l 1 
33. Tenn. 34 6 40) 
34 Tex. 23 43 66 
35 Utah 3 l 4 
36 Va. 13 18 31 
37 Wash. . 19 4 56 
38 W. Va. 6 6 12 
39 Wis. | l 2 
Tora... 552 502 1054 





As of March 4, 1953. 
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the map represents one installation; 
also, that only those installations for 
which information has been submitted 
to the committee are plotted. In the 
reduction of the original maps for 
publication, the individual installa- 
tions in some congested areas have 
become. unintelligible. A list of the 
installations by number and type for 
each state is given in Table II. For 
those interested in the types of heat 
source used for these installations, 
Table III has been prepared. It should 
be noted that in Table III those instal- 
lations which use more than one heat 
source or have any type of supplemen- 
tary heat have been segregated and 
listed under the heading “Dual” heat 
source. 


Availability of Package Units 

The increasing availability of pack- 
age units from established equipment 
manufacturers is an indication that 
serious consideration has been given 
to the probable future of the heat 
pump. Manufacturers with units 
available are General Electric Co.; 
Westinghouse Electric Corp.; Muncie 
Gear Works Inc.; Brunner Manufac- 
turing Co.; Typhoon Corp.; Drayer- 
Hanson, Inc.; and Acme Industries, 
Inc. Others may have units on test 
in preparation for mass production, 
or available at the present time, but 


Tasie III—Tapsuriation or Heat Pump 
INSTALLATIONS BY Type oF HEAT SOURCE 








Resi- Com- 


Heat Source dential mercial Total 
a. ae 97 217 314 
2. Water 33% 247 579 
3. Earth.... 39 8 47 
4. Dual: 

Air/Resistance 53 16 69 

Air/Water 3 6 9 

Air/Earth. . 9 0 9 

Air/Steam 0 1 l 

Air/Storage 3 2 5 

Water/Resistance 10 3 13 

Water/Earth... 3 1 4 

Water/Earth/ 

Resistance 0 1 1 

Karth/Resis- 

tance/Solar. . . 1 0 1 

Water/Gas or 

Oil Furnace... - 2 0 2 
Total Dual : 84 30 114 
52 502 1054 


5. Total... ; 5f 





Based on information submitted to the 
Joint AEIC-EEI Heat Pump Committee. 
Date of data preparation: March 4, 1953. 
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they are not known to the committee. 
HEAT PUMP INSTALLATIONS Specially assembled installations, 
ie usually for large commercial build- 
ings, have been designed by several 
equipment manufacturers. Those 
which have done this type of work, 
known to the committee, are Trane 
Co., York Corp., Worthington Pump & 
Machinery Corp., and Carrier Corp. 

These tabulations and maps do not 
include heat pump water heaters or 
the latest application of the heat pump 
principle—year round window-type 
room conditioners. 

Additional information on installa- 
tions, heat sources, manufacturers, or 
a listing of available literature may 

RR. A be obtained by contacting the Joint 
. | [a AEIC-EEI Heat Pump Committee at 
‘ tees the Edison Electric Institute offices. 














: = 11 Safety Merit Awards 
rk 2 Made in Two Months 


URING the period between March 
15 and May 15, 1953, 11 more 



































it EEI Safety Merit Awards were pre- 
it sented, representing for that period 
n 10,963,832 man-hours of accident-free 
t operation. The grand total since the 
3 award’s inception 11 years ago stands 
; at 275,997,891. 
e One of the awards was for over 2,- 
= 000,000 man-hours and went to the 
re Flint Division, Consumers Power Co., 
;, which had received a certificate for 
t 1,000,000 man-hours earlier this year. 
M Age 4 
it . Sema Net Pome Commitee ere stem 2 ep \4 Award Recipients 
——— : Awards during this two-month 
period for man-hours of accident-free 
' operation were presented to the fol- 
= lowing companies or company subdi- 
al visions: 
4 The Cleveland Electric Illumi- 
9 nating Co. 
7 Electrical Department 1,000,000 
Consolidated Edison Co. of 
ie Ms 25" 4e: 
: Stores, Manhattan & Bronx 
1 Bureau 1,001,446 
= Consumers Power Co. 
3 Central Division 1,008,284 
4 Electric Production and 
Transmission Depart- 
1 ment 1,195,087 
Flint Division 2,044,484 
1 Entire Company 1,054,740 
Delaware Power & Light Co. 
2 Electric Department 1,035,456 
= Duquesne Light Co. 
4 Power Stations Department 1,032,301 
NE Ere EL Meee nen a Louisiana Power & Light Co. 
4 ; F tne sam cents ty te one anne : Entire Company 1,167,547 
zs “ RE Pao Lowell Electric Light Corp. 
” “4 a Production Department 1,000,342 


Worcester County Electric Co. 
Fig. I—Maps Showing Heat Pump Locations Production Department 1,000,385 
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Accident Prevention Committee 


Meeting 


W. F. Brown, Chairman 


ECAUSE of the fewer fatalities 

among electric company em- 
ployees in 1952, the industry’s acci- 
dent severity rate for the past year 
is the lowest on record. This encour- 
aging report was presented by R. W. 
White, Sponsor of the Accident Pre- 
vention Committee’s accident statis- 
tics project, at the Committee’s meet- 
ing on May 4-5 in the Edgewater 
Beach Hotel, Chicago, Ill. Data sub- 
mitted by 240 companies and com- 
piled by the EEI Statistical Depart- 
ment indicate a combined severity 
rate for 1952 of 1.66—an improve- 
ment over the preceding year of 17 
per cent. The frequency rate for 1952 
remained unchanged at 11.06 while 
the safety performance index de- 
creased from 302 to 284. During 1952, 
129 accidental deaths were reported 
as compared with 167 in 1951. Com- 
parative statistics reported by Mr. 
White included the following indus- 
try figures: 


15 companies with more than 5,000 employee 
27 companies with 2,000 to 5,000 employees 
46 companies with 1,000 to 2,000 employees 
30 companies with 500 to 1,000 employees 
58 companies with 100 to 500 employees 

64 companies with less than 100 employees 


Total 240 companies 


Dn 





An additional 7 fatalities were re- 
ported by 15 combination companies 
where electric experience was not 
separated from total experience. 


1952 Sratistics COMPARED WITH 1951 


1951 1952 


Frequency rate 11.06 11.06 
Severity rate 2.00 1.66 
Safety performance index 302 284 
Fatal accidents 167 129 





The committee was further en- 
couraged by Mr. White’s report that 
for the first quarter of 1953 the com- 
bined accident rates of companies 


represented on the committee show 


a substantial improvement over the 
rates for the corresponding period 
during the preceding year. Figures 
from companies representing approx- 
imately 42 per cent of the industry’s 
employees show the following marked 
improvement: 

The Accident Prevention Commit- 
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in the past year in the proportion of 
fatalities resulting from electric 
shock and burns. For several years, 
approximately seven out of ten 
deaths in the industry have oc- 
curred from electrocution or result- 
ing burns. With these basic causes 
so defined, it remains the primary 
problem of the committee to encour- 
age protective measures that will 
effect a change in the constant trend 
of electric shock and burn accidents. 


Because the committee’s records 
prove that the majority of electric 
shock accidents occur during the 





First First 
Three Months Three Months Comparison—Per Cent 
1953 1952 1953 vs. 1952 
Frequency 8.45 10.19 17.1 better 
Severity 0.49 0.95 48 .4 better 
Safety performance index 145 200 22.5 better 





tee is determined to continue the 
trend evidenced by these statistics. 

The committee’s Chicago meeting 
was well attended and was _ high- 
lighted by subcommittee reports and 
a round-table discussion period. 
Every member of the group is as- 
signed to participate on one or more 





of the various subcommittees or 
No. of 
Accidents (No. of 
Per Days Lost 
1,000,000 Per 1,000 
Hours Hours Safety 
Fatal] Worked) Worked) Perform- 
Acci- Frequency Severity ance 
dents Rate Rate Index 
30 10.10 1.13 264 
39 8.61 1.82 261 
29 12.38 1.90 279 
10 13.69 2.14 359 
12 21 .21 3.09 464 
2 25 .39 Zite 490 
122 11.06 1.66 284 


projects. Progress reports and Com- 
mittee discussions coordinate and de- 
fine subgroup activities. 

One of the most significant of the 
committee’s activities to determine 
causal factors of the industry’s acci- 
dents is the review and classification 
of fatalities conducted each year by 
S. H. Young. From fatal accident 
reports submitted to the committee, 
Mr. Young analyzes conditions con- 
tributing to each death. The commit- 
tee’s gratification on achieving a 
substantially reduced severity rate 
during 1952 was tempered by Mr. 
Young’s report that again substan- 
tially no progress has been realized 


warm weather months, a summer- 
time hazards program has again been 
planned for this season. R. H. Cole- 
man, Chairman of the Seasonal Haz- 
ards Subcommittee, reported that 
posters, lineman’s leaflets, and crew 
leader letters that comprise this 
year’s program are now available. 
The committee feels that the empha- 
sis placed on the increased hazards 
of warm weather during the past 
year has contributed notably to the 
reduced number of fatalities in 1952. 

I. R. Dohr, Chairman of the Com- 
mittee’s Rubber Protective Equip- 
ment subgroup, reported that ques- 
tionnaires recently sent out to the 
industry eliciting information on 
current practices with regard to 
gloves, sleeves, and other protective 
equipment are being compiled and 
that a final summary will be avail- 
able in the near future. Mr. Dohr’s 
subcommittee is also in the process 
of preparing hard-hat specifications 
for the electric industry. 

During the past four years, the 
Poster Subcommittee has prepared 
40 posters depicting safe practices 
and common hazards of electric light 
and power work. A new poster was 
presented by F. G. Harriman, Chair- 
man of the subgroup, for the ap- 
proval of the committee. Since this 
activity was initiated, over 150,000 
posters have been distributed. The 
posters are prepared on heavy stock 
paper in a size that is appropriate 
for posting in line truck crew cabs 
and places where electric employees 
congregate. The new poster approved 
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by the committee illustrates a chart 
indicating the electric shock and 
burn fatality trend in the industry 
during the past few years. 

The Accident Prevention Commit- 
tee is sponsoring a research project 
in electric resuscitation at Jonns 
Hopkins University. This work is 
under the direction of Dr. Kouwen- 
hoven, who was present at the meet- 
ing and reported on the project’s 
progress. The committee also is fol- 
lowing closely developments in man- 
ual methods of artificial] respiration 
and has assigned a subcommittee the 
responsibility of studying and re- 
porting on activities in this field. 
E. J. Kreh, Chairman of the Resusci- 
tation Subcommittee, reported on 
proposed modified techniques of the 
Oesterrich Method of Pole Top 
resuscitation. 

H. J. Crisick, Chairman of the 
Safety Awards Committee, reported 
that the Accident Frequency Reduc- 
tion Award designed by the Commit- 
tee to recognize companies achieving 
a 25 per cent decrease in accident 
frequency rate during any given 
year over the preceding three years 
has been approved by the EEI Board 
of Directors. The award program is 
now in effect and certificates will be 
prepared for approximately 45 quali- 
fying companies. 

A two-hour round-table discussion 
period was conducted by A. F. Ran- 


EDISON 


dolph, and over 25 questions. on 
safety subjects and accident preven- 
tion practices were considered. The 
round-table discussion period is one 
of the important activities of each 
committee meeting, affording mem- 
bers and guests the opportunity of 
exchanging ideas and reviewing the 
experiences of others. The commit- 
tee is of the opinion that the round- 
table discussion periods are assisting 
greatly in the standardization of 
safety practices throughout the in- 
dustry. 

An outstanding feature of the Chi- 
cago meeting was the joint activity 
with the Transmission and Distribu- 
tion Committee. At noon on the sec- 
ond day, a joint luncheon was ad- 
dressed by C. E. Kohlhepp, President 
of the Wisconsin Public Service 
Corp., who spoke on the subject of 
“Our Safety Record.” Following Mr. 
Kohlhepp’s address, the two commit- 
tees met together for a panel discus- 
sion on ‘Methods of Reducing Shock 
and Fall Accidents on Poles.” F. W. 
Nimmer of the Transmission and 
Distribution Committee was the 
panel moderator. R. H. White, H. E. 
Hatfield, and I. R. Dohr from the 
Accident Prevention Committee and 
A. T. Green, B. Brady, and E. W. 
Oesterrich from the Transmission 
and Distribution Committee  dis- 
cussed basic factors involved in pole- 
top accidents. 


Transmission and Distribution 


Committee Meeting 


J. A. Pulsford, Chairman 


HE spring meeting of the Trans- 

mission and Distribution Com- 
mittee was held on May 5-6 at the 
Edgewater Beach Hotel in Chicago, 
with 200 members and guests in at- 
tendance. 


General Engineering Group 

The General Engineering Group, 
sponsored by W. M. Penney, opened 
with a review of proposed AEIC-EEI- 
NEMA polyphase motor-starting cur- 
rent rules by J. W. Anderson, followed 
by general discussion of specific fea- 
tures. 

D. K. Blake, General Electric Co., 
presented a series of charts of in- 


dustry statistics plotted logarithmi- 
cally to emphasize growth trends and 
aid in planning. For example, these 
show that accumulated expenditures 
for transmission and distribution con- 
struction have maintained a surpris- 
ingly constant ratio of 1.5 times those 
for generation. 

A paper by P. H. Jeynes discussed 
the many factors involved in compu- 
tation of economic conductor size and 
warned against too litera] interpre- 
tation of Kelvin’s Law as it is com- 
monly stated in many engineering 
texts. 

R. F. Scott and B. Brady empha- 
sized the seriousness of the problem 
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already created in the South by the 
high saturation of low power factor 
residential air conditioners. Result- 
ant decreases in system power factor 
are requiring extensive installations 
of capacitors, the cost of which is ul- 
timately borne by all customers 
rather than those whose equipment 
causes the problem. Since this situ- 
ation is likely to spread to almost all 
parts of the country, a group of 14 
companies surveyed in the southwest- 
ern area agreed that industry-wide 
minimum power factor standards for 
air conditioners should be promoted. 
H. I. Miller discussed the rate aspects 
of the problem and concluded that the 
soundest solution is correction of the 
power factor on the equipment itself. 
He noted that many companies al- 
ready have rules regarding the char- 
acteristics of customers’ equipment 
and that all such companies need to 
do is enforce these rules. 


Safety Group 

At a joint luncheon with the Acci- 
dent Prevention Committee, C. E. 
Kohlhepp, President of the Wisconsin 
Public Service Corp., gave an address 
on “Our Safety Record.” 

Following the luncheon, the two 
committees held a joint session fea- 
turing a panel discussion led by F. 
W. Nimmer on methods of reducing 
shock and fall accidents on poles. 


Overhead Group 

The Overhead Group, sponsored by 
C. E. Baugh, included a variety of 
subjects. F. W. Myers reported that 
the Subcommittee on Aluminum Con- 
ductor Fittings’ proposal for prelim- 
inary research on aluminum connec- 
tors by an independent agency has 
been submitted to the EEI Research 
Projects Committee for approval. A 
task group, headed by W. L. Rush, also 
has been established to cooperate with 
manufacturers in trying to achieve 
greater interchangeability of com- 
pression-type connectors and tools. 

W. K. Lydic, Owens-Corning Fiber- 
glas Corp., described the use of Fi- 
berglas yarn for the outer braid of 
weatherproof wire to provide longer 
life. 

C. E. Asplundh, G. D. Blair, A. B. 
Jaquith, H. MacVaugh, L. L. New- 
man, A. M. Swanson, and H. P. Stone 
participated in a panel discussion 
conducted by C. E. Baugh, concerning 
the use of aerial cable and particu- 
larly its proper place in relation to the 
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use of tree wire and extensive tree 
trimming. 

G. A. Ewald led a panel discussion 
on tower-line corrosion control by 
T. J. Eberhardt, F. W. Myers, and 
A. N. Shealy. Average galvanizing 
life of 11 to 20 years depending on 
location and repainting cycles of 5 to 
7 years were reported. The value of 
early touch-up of rusted spots was 
stressed. The Public Service Electric 
and Gas Co. will soon complete an 
investigation of the relative merits 
of all-steel, all-aluminum and various 
combinations of steel and aluminum 
towers. 

W. J. Witte described a simple 
means of testing the resistance of 
expulsion fuse cutouts while in ser- 
vice to determine their condition. Ex- 
tensive field tests showed 27 per cent 
of installed cutouts to be defective 
based on the assumption that three 
times normal resistance is unsatis- 
factory. Average life of cutouts was 
indicated to be about 15 years, and 
it was concluded that they should be 
checked at not more than six-year 
intervals. 

A paper by R. H. Miller described 
a transmission-line fault locator op- 
erating on a radar principle and a 
distribution-system outage monitor 
utilizing a carrier supervisory signal 
remotely tone-modulated at different 
frequencies by units located at se- 
lected points on the system. M. H. 
Powell showed movies of a severe case 
of galloping conductors which occur- 
red in Colorado. 


Standards and Specifications Group 


Progress in development of stand- 
ards and specifications, sponsored by 
E. K.-Karcher, was outlined by the 
various subcommittee chairmen. 

F. A. Ashbaugh reported that pro- 
posed specifications for Douglas fir 
heavy duty crossarms and braces are 
being modified to include additional 
options before submittal for ballot. 

W. P. Holben announced that re- 
vision sheets covering minor changes 
in TD-3 (1950), “Specifications for 
Lag Screws,” and TD-15 (1946), 
“Specifications for Pole and Tower 
Steps,” have been issued. A proposed 
new specification for moulding sta- 
ples is about ready for ballot. Work 
is continuing on other proposed new 
specifications for expansion shields 
for galvanized lag screws and ma- 
chine bolts, insulated clevises and 
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wireholders, and good progress is be- 
ing made on general revisions of five 
of the older existing line-hardware 
specifications. 

R. J. Palmer announced that the 
following EEI-NEMA standards for 
street lighting equipment have been 
released for printing: 

TDJ-135, “Poles” 

TDJ-159, “Materials, Finishes, and 
Performance Tests” 

TDJ-140, “Metal Head and Reflec- 
tor Interchangeability” 

TDJ-142, “Open Reflector Mount- 

ings” 
Good progress is being made on pro- 
posed standards for porcelain head 
and reflector interchangeability and 
film cutouts, and work on a number 
of other items is underway. 

T. C. Duncan reported good prog- 
ress in development of a revised spec- 
ification for straight tinned-copper 
connectors. Much work remains to be 
done before the proposed specification 
for compression-type connectors can 
be completed. 

W. L. Vest reported that a prelimi- 
nary summary of replies to a ques- 
tionnaire to members indicates the 
need for heavy duty interrupting rat- 
ings for cutouts. Work on standard- 
ization of reclosers soon will be initi- 
ated. 

Underground Group 

The Underground Group, sponsored 
by D. C. Hawley, opened with a sum- 
mary of further details from data for 
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the “1951 Cable Operations Report” 
by E. B. Shew. F. M. Hull reported 
that preliminary data for the “1950- 
52 Network Operations Report” indi- 
cates that protectors failed to open 
on primary faults at a rate three times 
that for the previous three-year per- 
iod. 

F. C. Van Wormer, General Elec- 
tric Co., presented a paper outlining 
the elements of an adequate under- 
ground-distribution system for resi- 
dential areas. He suggested use of an 
open-loop arrangement of directly 
buried cables, rear lot line construc- 
tion, joint use of trench with tele- 
phone companies, and the use of low- 
cost transformer housings partially 
above ground to permit use of stand- 
ard overhead-type transformers and 
cutouts. Discussions of this subject 
by M. W. Ghen, W. S. Wilder, W. J. 
Witte, M. H. Powell, and D. C. Hawley 
emphasized the importance of a high- 
quality system, the need to consider 
the probability of future installation 
of air conditioning, and the need for 
establishment of a standard policy re- 
garding reimbursement for the added 
cost of an underground system. 

C. T. Nicholson, J. J. Pokorny, F. M. 
Hull, R. W. Gillette, and E. B. Shew 
presented papers discussing cable 
sheath corrosion problems and the 
various means of mitigation em- 
ployed. J. A. Pulsford presented a 
movie showing installation of an 11- 
mile section of 138-kv pipe-type cable. 


Purchasing and Stores Committee 


Meeting 


C. F. Ogden, Chairman 


GROUP of some 125 committee- 

men, including their wives, gath- 
ered at the Hotel Statler in Detroit 
for the annual Spring Meeting of the 
Purchasing and Stores Committee on 
May 3-6, 1953. Following an Execu- 
tive Committee meeting on Sunday 
afternoon, delegates registered offi- 
cially for the meeting on Monday 
morning. 

Committee Chairman C. F. Ogden, 
The Detroit Edison Co., opened the 
meeting with a warm welcome to the 
delegates. He introduced E. T. Gushée, 
Vice President of Detroit Edison, the 
host company, who added his sincere 


words of welcome on behalf of the 
company and keynoted the meeting 
with an encouragement for the pur- 
chasing and stores representatives to 
“look ahead.” He also pointed out the 
necessity in our business of research 
with respect to purchasing and stores 
operations. 

Chairman Ogden then introduced 
the two Committee Vice Chairmen, 
J. D. Hogg, The Cleveland Electric 
Illuminating Co. (representing the 
Purchasing Group), and C. H. zur- 
Nieden, Philadelphia Electric Co. 
(representing the Stores Group), who 
acted as session chairmen. Mr. Hogg 
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called upon H. E. Hodgson, Wisconsin 
Power and Light Co., as project Chair- 
man, to discuss the subject “What 
Are the Current Measures of Stores 
Inventory?” Citing the importance of 
and the problems relative to the devel- 
opment of stores inventory, Mr. Hodg- 
son mentioned the factors attributing 
to the growth of such inventories, 
such as the increase in unit costs 
of material and the unprecedented 
growth of the industry during the 
past ten years. He concluded that the 
correct measure of stores inventory is 
the degree of usefulness to which we 
are able to put company funds, and an 
enthusiastic discussion of the subject 
matter from the floor followed his 
presentation. 

H. T. Belcher, Consumers Power 
Co., Chairman of the project on “How, 
When and What Price Expediting,” 
spoke on his subject, stating that “we 
have to be concerned not only with 
requisitions and orders but also with 
making sure that the materials get to 
the job on time.” Analyzing the re- 
sults of more than 30 thoughtful let- 
ters from people who have worked out 
some good expediting methods, Mr. 
Belcher pointed out that “in 75 per 
cent of the companies, the purchasing 
department alone is directly respon- 
sible for making sure the delivery is 
made and made on time.” 

The group then adjourned for 
luncheon, following which Chairman 
Ogden introduced George A. Porter, 
Vice President in Charge of Engineer- 
ing, Construction, and Operations, 
The Detroit Edison Co. Mr. Porter 
expressed the thought that storekeep- 
ers are more than just custodians of 
a large stock of materials. They must 
possess an intimate knowledge of their 
departments and various functions of 
the company in order to buy for over- 
all good, because of the many varied 
items which purchasing people buy, 
any one of which can mean a consider- 
able gain or loss. Mr. Porter pointed 
out that it can be expected of the 
stores and purchasing departments 
that they come up with the best prop- 
osition at all times in order that 
proper advance may be made on the 
company’s part, particularly with re- 
spect to relations with customers, 
stockholders, and employees. 

Vice Chairman C. H. zurNieden 
opened the Monday afternoon session 
by introducing Chairman T. S. Dun- 
stan, Consolidated Edison Co. of New 
York, Inc., who reported on his phase 
of the topic “Taking the Red Tape 
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Out of Storeroom Issues of Minor 
Materials” by explaining the opera- 
tion of the self-service storerooms of 
his company. These, he stated, are 
among the several devices being cur- 
rently employed by many member 
companies to eliminate, or at least 
minimize, the red tape which is neces- 
sarily associated with the conven- 
tional method of issuing minor 
materials. As part of a three-phase 
presentation on the subject, W. H. 
Holls, Consolidated Gas, Electric Light 
and Power Co. of Baltimore, outlined 
what had been accomplished in his 
company in this respect and discussed 
minor material accounting to the ex- 
tent that it affects stores operations. 
E. N. Scott, Long Island Lighting 
Co., concluded the third phase of the 
subject by discussing generally the 
methods used by various utilities to 
simplify materials issues. 

The Monday afternoon session was 
concluded with a thorough discussion 
of the subject ‘Purchasing Methods 
That Hit Pay Dirt in Buying Low 
Unit Value Items” by Russell Wenz, 
Duquesne Light Co., a project Chair- 
man. This was followed by a discus- 
sion from the floor. 

The social phase of the Spring 
Meeting was not overlooked, and the 
entire group gathered for cocktails 
and dinner in the evening at the hotel, 
topped off by a special entertainment 
act in pantomime of unusually high 
caliber. 


On Tuesday morning, George H. 
Cole, Alabama Power Co., opened the 
sessions on behalf of his project com- 
mittee with a report on “What Is the 
Proper Approach in Dealing with Es- 
calation and Progress Payments?” 
Mr. Cole’s presentation, which was 
followed by a lively discussion from 
the floor, appears on page 189 in this 
issue of the BULLETIN. 


Robert King, Union Electric Co. of 
Missouri, Chairman of the project 
committee considering the subject of 
“Supplying District Operating Crews 
Without Maintaining Secondary 
Stores,” summarized what has been 
done in his company and in two other 
member companies. It was indicated 
that since all stores activities cannot 
be centralized at one location, a reduc- 
tion in the number of secondary stores 
will bring about a proportional saving. 

Following this report, a brief pe- 
riod was devoted to floor discussion of 
various questions and problems and to 
the exchange of ideas presented by 
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delegates present. The meeting then 
adjourned for luncheon, following 
which, Chairman Ogden introduced 
James H. Campbell, Vice President of 
the Consumers Power Co. Mr. Camp- 
bell addressed the group-on the sub- 
ject “What Is the Public Utility’s Part 
in the American Economic Explo- 
sion?” 

He expressed faith in the ability of 
electric companies to meet the chal- 
lenge of the atomic age and stressed 
the part America’s utilities have had 
in the economic explosion which has 
catapulted our living standards far 
beyond the world’s previous experi- 
ence. Electric companies, he said, aye 
building now for a still greater na- 
tional future which emphasizes their 
role in this American economic explo- 
sion. 

The Tuesday afternoon session con- 
vened with Robert Clark, The Detroit 
Edison Co., for the Stores Group, and 
Mark Covell, Union Electric Co. of 
Missouri, for the Purchasing Group, 
discussing the subject of “What New 
Procedures Can the Purchasing and 
Stores Departments Use to Offset In- 
creased Operating Costs?” 

Mr. Clark introduced his phase of 
the subject by indicating that the 
Stores operating problems seemed to 
fall into three categories: (1) physi- 
cal operations, (2) clerical operations, 
(3) personnel. These were in turn 
summarized by three members of the 
project committee: O. H. Aydelotte, 
Public Service Co. of Colorado; H. T. 
Simpson, Boston Edison Co.; and T. E. 
Ryan, Consumers Power Co., respec- 
tively. Mr. Covell’s report consisted of 
the composite opinion of the subcom- 
mittee he represented. It was poiated 
out that in considering new proce- 
dures, it is important to re-appraise 
every aspect of our purchasing-stores 
activity during recent busy years to 
determine that the best job is being 
done. 

Leon J. Jacobi, The Detroit Edison 
Co., and a member of the Timber 
Products Subcommittee of the EEI 
Transmission and Distribution Com- 
mittee, followed with a thorough and 
enlightening presentation, illustrated 
by charts, of the “Adequate Preserva- 
tive Treatments of Cedar Poles.” This 
talk pointed out the work that had 
been done by the T&D Committee in 
developing Specification TD-100. He 
urged all companies to use it in their 
buying. 

The brief business meeting which 
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concluded the Tuesday afternoon ses- 
sion included the election of two rep- 
resentatives to the Purchasing and 
Stores Executive Committee for the 
administrative year 1953-1954. H. T. 
Belcher and C. I. Richards are to rep- 
resent the Purchasing Group, and 
R. A. Clark and T. S. Dunstan are to 
represent the Stores Group. 
W. H. Holls reported on the Execu- 
tive Committee Meeting held Sunday 
afternoon. He stated that: 
1. Minor changes were made in the 
Committee’s Rules for Organiza- 
tion and Procedure. 
2. That the Executive Committee 
thought it well to appoint a 
Standard Packaging Committee 
to meet with manufacturers in 
Pittsburgh and subsequently re- 
port back to the Executive Com- 
mittee with recommendations. 
3. It was decided to prepare a suit- 
able certificate of commendation 
to be presented to all past and 
future chairmen of the Purchas- 
ing and Stores Committee. 
4. The selection of Purchasing and 
Stores Executive Committee offi- 
cers for the administrative year 
1953-1954 consisted of : 
Chairman—C. H. zurNeiden, 
Philadelphia Electric Co. 
Vice Chairman (Purchasing) 
—J. D. Hogg, The Cleveland 
Electric Illuminating Co. 

Vice Chairman (Stores)—W. 
H. Holls, Consolidated Gas, 
Electric Light and Power 
Co. of Baltimore. 

Secretary-Treasurer — E. N. 
Scott, Long Island Lighting 
Co. 

5. New York City had been selected 
as the location for the 1954 An- 
nual Spring Meeting. 

6. The Planning Committee Meet- 
ing of the Executive Committee 
is to be held at EEI headquarters 
on or about September 22, 1953. 

The conclusion of the business meet- 
ing wound up the sessions for the 
Annual Spring Meeting. 

Through the hospitality of the host 
company and arrangements made by 
its personnel, the delegates spent 
Wednesday morning, May 6, in visits 
to several points of interest, including 
The Detroit Edison Co.’s Trombly 
Warehouse—a new, combination un- 
derground lines warehouse and shop, 
Detroit Edison’s Purchasing Depart- 
ment, and Plymouth Motor Car Co.’s 
Assembly Plant. 
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Training Tax Assistants 


(Continued from page 198) 


tax counsel and the tax manager of a 
company’s public accounting firm will 
also contribute to development. 

With proper training, we can over- 
come the maxim, “a little knowledge 
is a dangerous thing.” Sometimes 
juniors with limited experience are in- 
clined to talk when they should be 
listening or digging in the books for 
the right answers. This can result in 
unsound advice being given to an em- 
ployee on his individual problem, or 
even to management on a company 
problem. 

With careful selection and a little 
effort, the corporate tax staff can de- 
velop tax men to fill the openings 
which arise because of growth or turn- 
over. Under such circumstances, it is 
highly desirabie to offer an oppor- 
tunity in the tax department, when- 
ever possible, to people who have been 
trained in, and contributed to, the 
work of that activity. Nevertheless, 
seniority is a poor substitute for tax 
know-how. 

If we do not have trained personnel 
available, it may well be a reflection 
on us. We may have failed to select the 
right people, failed to weed out those 
who are not suited for tax work, 
failed to afford adequate opportunity 
for training and experience, or even 
worse, failed to recognize our respon- 
sibilities in these respects. 

Many times we have heard tax men 
say that they are having difficulty in 
interesting capable young people in the 
tax field or, more likely, that some 
juniors do not show satisfactory in- 
terest or initiative to advance in tax 
work. Sometimes this lack is due to 
the shortcomings of seniors who have 
neglected their training responsi- 
bilities. Certainly, if we are too busy 
to be bothered with the problems of 
trainees, we are not going to ac- 
complish our objectives. 

The best we can hope for in our 
training efforts is to attract and train 
people with potential for a highly 
skilled staff activity which can render 
a real service to management and to 
the company. It is necessary to give 
attention to this problem in order to 
do a satisfactory job. 

Training opportunities will offer a 
real challenge to the kind of young 
men we want to interest in tax work, 
make the job more interesting, even 
intriguing, help keep them satisfied, 


and afford a chance for advancement 
which could not otherwise be offered. 
If a man is to be taken into staff 
work, it is essential that his work be 
channeled away from the clerical and 
toward the technical as rapidly as he 
is able to handle his assignments. Ade- 
quate training answers this need. 

The gist of these remarks has been 
a review of the techniques used to 
develop any highly skilled staff person- 
nel. Be careful about selection of 
people for the tax staff, then give them 
an opportunity to develop. We cannot 
lead them by the hand, but we must 
encourage individual initiative. 

There is bound to be an air of in- 
formality to the training of staff per- 
sonnel. I believe we should keep our 
training on this basis. Nevertheless, 
we must give this matter some thought 
from time to time in order to be satis- 
fied that we are affording juniors an 
adequate opportunity for development. 
Too often promising staff people de- 
velop in spite of the system—not be- 
cause of it. 

It is very unfortunate to have a 
tax department in which only one per- 
son is in a position to judge the pros 
and cons of any matter which comes 
up for consideration, or in which other 
people are not in a position or are not 
qualified to contribute toward the solu- 
tion of a knotty problem. It is essen- 
tial to have assistants with whom we 
can talk out our problems. To get 
such people, we must train them; we 
cannot afford to wait for them to 
grow. 


Progress Payments 
(Continued from page 192) 


written principally from the buyer 
viewpoint. Although I have sought 
and have had excellent cooperation of 
informed seller representatives on cer- 
tain phases of mutual problems, I do 
not claim to represent the seller view- 
point. We buyers stand ready to 
listen further and consider the view- 
points of sellers. In fact this subject 
needs a great deal of discussion among 
both buying and selling organizations, 
among sellers and buyers, within their 
respective associations and commit- 
tees, and at other appropriate times in 
joint discussions with the view of rec- 
onciling viewpoints. 
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OFFICERS 
B. L. ENGLAND, President.........+ bch awe rbdanien Atlantic City Electric Co., Atlantic City, N. J. 
Waren Fi. Sasenets, Face Premkbent.. ccscccccicvccccesesccevecs Ohio Edison Co., Akron, Ohio 
H. S. Bennion, Vice President and Managing Director...420 Lexington Avenue, New York, N. Y. 
H. S. Sutron, Treasurer.........00+ Consolidated Edison Co. of New York, Inc., New York, N. Y. 


A. B. Morcan, Secretary and Assistant Managing Director. .420 Lexington Avenue, New York, N. Y. 


BOARD OF DIRECTORS 
(Terms Expiring 1953) 


i i Ph 5h. ahs inne eben weeteeeesswaea Rochester Gas and Electric Corp., Rochester, N. Y. 
Rs nc rcrccnadeankitawedsdokwnmicaben The Detroit Edison Co., Detroit, Mich. 
CC. BRAN. ok ese Consolidated Gas Electric Light and Power Co. of Baltimore, Baltimore, Md. 
ir: ONES i ond aca eran is OW Hdd dig Kd ee dd dob aawaey Long Island Lighting Co., Mineola, N. Y. 
si ccc ceeeréedreeeeen ede scatnwadenken Kansas Gas and Electric Co., Wichita, Kan. 
ie Shes deceenteke eens a4de ke aeene Iowa Power & Light Co., Des Moines, lowa 
D:. S, SORMOROY 655k cai e sed wccwe caeu Oklahoma Gas and Electric Co., Oklahoma City, Okla. 
er er ee San Diego Gas & Electric Co., San Diego, Calif. 
ee The Connecticut Light & Power Co., Hartford, Conn. 
ae a eS ee The Cleveland Electric Illuminating Co., Cleveland, Ohio 
is iy EE 6 cc cckeeneen denne keen annie Indianapolis Power & Light Co., Indianapolis, Ind. 
in: Ms NINE. 6.06.00 d0csscadedee danvones The Washington Water Power Co., Spokane, Wash. 
| I Pr rrr reer rrr errr ry Carolina Power & Light Co., Raleigh, N. C. 
OR bo, a a re New Jersey Power and Light Co., Dover, N. J. 
Oe Bis: Si 6tccccecedgencene eeeacuaa Louisiana Power and Light Co., New Orleans, La. 
(Terms Expiring 1954) 
ERNEST R. ACKER......0..cccccceess Central Hudson Gas & Electric Corp., Poughkeepsie, N. Y. 
PUARLTGE TARANEH, 9R6)0 b.c'6:6 vi0iaa.s ae. 0 0:000:6:6.0'9 ern db eae 8 oy eaieis Georgia Power Co., Atlanta, Ga. 
NE Be Cin066esoncacedntensecssesasssennnenny Consumers Power Co., Jackson, Mich. 
Se kad sie Western Massachusetts Electric Co., Greenfield, Mass. 
SUA COIUE 6 on con cccrcdveenses sovascsonye Delaware Power & Light Co., Wilmington, Del. 
BD SS SOME 6 isivasa hs 6 04h bre 4:8 6 ome ao 4.8 6-00 Public Service Electric and Gas Co., Newark, N. J. 
Bay By. RARER occ ccccccceces sedonens Central Illinois Public Service Co., Springfield, Ill. 
ee ae i: er rr ret Texas Power & Light Co., Dallas, Tex. 
fe. We MM ARtK ede oecende Ren enKe deeenenece Pennsylvania Power & Light Co., Allentown, Pa. 
FIAROLD QUINTON... cccccccceccccscsccecs Southern California Edison Co., Los Angeles, Calif. 
Be sai etnen keh endene eee eakikisbebiacarradekae Idaho Power Co., Boise, Ida. 
Ph. tis WAR da scr scncnescceseeencedoveredacsents Arizona Public Service Co., Phoenix, Ariz. 
Si UE MS Rin dd ea dNes Ke Rhas ebdA ROS ede Rens Alabama Power Co., Birmingham, Ala. 
DRCL SRO GMIEM on cecec ccs cacecc ccnecscncsecaceces Florida Power & Light Co., Miami, Fla. 
Te. iy PE cdcncAvedewedeee rhein ye ckeudcaeeewenwbean Boston Edison Co., Boston, Mass. 


(Terms Expiring 1955) 


BT TO so asc ikcdcnnncgeesad sescceacs The Hartford Electric Light Co., Hartford, Conn. 
is Fk EE: 5 Kiecanbeneensen deb eneenccnceme Utah Power & Light Co., Salt Lake City, Utah 
A. Eo PBR 60wa-s cece ses eases oe Consolidated Edison Co. of New York, Inc., New York, N. Y. 
PRR ATE 1D, SAP so ah vhisd aan a bh 0’ sed is Oh 8 BS Northern States Power Co., Minneapolis, Minn. 
EARNER 5. DERCMOER ioc ccccccccecceccsescccvers Niagara Mohawk Power Corp., Syracuse, N. Y. 
FE. i EC Sack we easeseaddaa ee varcudenenen Pacific Power and Light Co., Portland, Ore. 
S.C, PCs cdc cccenseccevcdcessescs South Carolina Electric and Gas Co., Columbia, S. C. 
OEE Ga, SEO acctaneensecksduc sansedeaxwar Wisconsin Power and Light Co., Madison, Wis. 
ee EE inna sacked beer bewns 64500400esawdeknana West Penn Power Co., Pittsburgh, Pa. 
GR, FINI, 5 nc nnctadcedvenesa200ctesseaecea Philadelphia Electric Co., Philadelphia, Pa. 
Pe es Ry 6 i 6.0 in 6065406 605s cden de desWeansendeawes Ohio Edison Co., Akron, Ohio 
Se. By A tekindccaceaeedes soneedace Indiana & Michigan Electric Co., Ft. Wayne, Ind. 
Ps i OUI anos ccicsescwesesossececs Pacific Gas and Electric Co., San Francisco, Calif. 
De SN ois og nn a os wa aaden daabawe bambi Texas Electric Service Co., Ft. Worth, Tex. 
I He ib dn hahah bs 6K 4904 6d d6akkesAwORKEssEbO4 Illinois Power Co., Decatur, III. 


Executive Committee 


R. G. Rincliffe, C. P. Crane, A. H. Kehoe, R. H. Knowlton, E. L. Lindseth, D. C. Luce, C.E. Oakes, 
P. H. Powers, L. V. Sutton. 
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Public Service Co. of Colorado, 
Denver, Colo. 
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J. W. McAFze Union Electric Co. of Missouri, 
St. Louis, Mo. 

P. H. McCance.... Duquesne Light Co., Pittsburgh, Pa. 
C. B. McManus The Southern Co., Inc., 
Atlanta, Ga. 

New England Electric System, 
Boston, Mass. 

Southern California Edison Co., 


Los Angeles, Calif. 
WILLIAM ScHMDT, Jr., 


Consolidated Gas Electric Light and Power Co. 
of Baltimore, Baltimore, Md. 
H. R.. SEARING, 


Consolidated Edison Co. of New York, Inc., 

New York, N. Y. 

Puiuip Sporn. ..American Gas and Electric Service Corp., 
New York, N. Y. 

E. S. THompson....The West Penn Electric Co. (Inc.), 
New York, N. Y. 

Wisconsin Electric Power Co., 
Milwaukee, Wis. 

J. R. Wuitinc....Consumers Power Co., Jackson, Mich. 


I. L. Moore 


W. C. MULLENDORE 


G. W. VANDERZEE 
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ACCOUNTING 
Accounting Division Executive, E. L. CASSADY 
Application of Accounting Principles, R. P. KAESSHAEFER 
Coordinator of Customer Activities, M. J. WALSH 
Customer Accounting, G. F. HiccIns 
Customer Collections, D. M. ARNOLD 
Customer Relations, C. J. BERNER 
Depreciation Accounting, G. T. LOGAN 
General Accounting, A. R. St. BERNARD 
Internal Auditing, A. 1. RUSSAK 
Plant Accounting and Records, E. D. KING 
Taxation, L. F. SCHOLLEY 


COMMERCIAL 

Commercial Division General, J. R. HARTMAN 
Commercial Sales Section, S. S. SANSBURY 

Farm Section, E. D. SMITH 

Industrial Power and Heating Section, MAXWELL COLE 
Residential Section, R. J. MILLER 

Special Service Section, J. M. STEDMAN 


ENGINEERING 

Engineering Division General, E. H. SNYDER 
Electrical Equipment, A, M. DEBELLIS 
Hydraulic Power, Hitppert HILL 

Meter and Service, F. A. REDDING 

Prime Movers, G. V. WILLIAMSON 
Transmission and Distribution, J. A. PULSFoRD 


GENERAL 


Accident Prevention, W. F. Brown 
Area Development, J. FRANK GASKILL 


Mianise Pomes, HOGAR TITION 6.c.5.o0 ccdedancesisace crews 


Codes and Standards, D. C. Luce 

Electric Power Survey, WALKER L. CISLER 
Financing and Investor Relations, H. H. ScaFr 
Industrial Relations, F. E. VERDIN 
Insurance, 1. M. CARPENTER 

Legal, T. Justin Moore 

Membership, E. S. THompson 

Prize Awards, HARRY RESTOFSKI 
Purchasing and Stores, C. F. OGDEN 

Rate Research, 1. L. Craic 

Statistical, WALLACE GODARD 
Transportation, D. K. WiLson 


Indianapolis Power & Light Co., Indianapolis, Ind. 

The West Penn Electric Co. (Inc.), New York, N. Y. 
Consolidated Edison Co. of N. Y., Inc., New York, N. Y. 
The Detroit Edison Co., Detroit, Mich. 

Pennsylvania Power Co., New Castle, Pa. 

Wisconsin Electric Power Co., Milwaukee, Wis. 
Philadelphia Electric Co., Philadelphia, Pa. 


The Cleveland Electric Illuminating Co., Cleveland, Ohio 


The Cincinnati Gas & Electric Co., Cincinnati, Ohio 
The Detroit Edison Co., Detroit, Mich. 
The Cleveland Electric Illuminating Co., Cleveland, Ohio 


The Cincinnati Gas & Electric Co., Cincinnati, Ohio 
Union Electric Co. of Missouri, St. Louis, Mo. 

The Dayton Power and Light Co., Dayton, Ohio 
Philadelphia Electric Co., Philadelphia, Pa. 

The Cleveland Electric Illuminating Co., Cleveland, Ohio 
Pennsylvania Power & Light Co., Allentown, Pa. 


Public Service Electric and Gas Co., Newark, N. J. 


... Consolidated Edison Co. of N. Y., Inc., New York, N. Y. 


Northern States Power Co, Minneapolis, Minn. 
Southern California Edison Co., Alhambra, Calif. 
Union Electric Co. of Missouri, St. Louis, Mo. 
Public Service Electric and Gas Co., Newark, N. J. 


Consolidated Edison Co. of N. Y., Inc., New York, N. Y. 
Philadelphia Electric Co., Philadelphia, Pa. 


oe Pee” Middle South Utilities, Inc., New York, N. Y. 


Public Service Electric and Gas Co., Newark, N. J. 

The Detroit Edison Co., Detroit, Mich. 

Ebasco Services Inc., New York, N. Y. 

The Cleveland Electric Illuminating Co., Cleveland, Ohio 
Ebasco Services Inc., New York, N. Y. 

Virginia Electric and Power Co., Richmond, Va. 

The West Penn Electric Co. (Inc.), New York, N. Y. 
West Penn Power Co., Pittsburgh, Pa. 
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Niagara Mohawk Power Corp., Albany, N. Y. 
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